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PUBLIC ADMINISTRATION 
IS AN ANCIENT ART, 

AS SHOWN IN THIS ILLUS- 
TRATION FROM EARLY 
ROME (Reproduction: Library 
of Congress) 





Accountability and Control 
In African Public Bureaucracies 


Ladipo Adamolekun 


[ Measures to check on the performance of powerful state bureaucracies, 
and to deal with conflicts arising in their relations with citizens, are 
found in various forms in modern states, The post-independence exper- 
iences in Nigeria, Senegal, Tanzania and Guinea illustrate conservative 
or radical approaches to the institutions inherited from the British and 
French, | 


One important feature of contemporary societies 
is the phenomenon of powerful state bureaucracies. 
This is one of the consequences of the tremendous 
expansion in the volume and complexity of govern- 
mental work that has taken place during the past halt- 
century. This phenomenon poses several problems: 
those related to bureaucrats' abuse of office for sel- 
fish ends, especially for personal and family enrich- 
ment; and those related to conflicts that could emerge 
in the course of bureaucrats' dealings with citizens, 
given the very weak position of the citizen vis-a-vis 
the powerful state bureaucracy. To deal with these 
serious problems, every modern state has devised 
methods which are commonly referred to as accounta- 
bility and control measures, The purpose of this arti- 
cle is to attempt a comparative analysis of the accounta- 
bility and control measures in anglophone and franco- 
phone Africa. 


The Colonial Heritages 





Both Britain and France introduced into their 
colonies in Africa the methods they had devised for 
controlling their own metropolitan administrative 
systems, 
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The British Heritage, In Britain, the dominant theory of the control 
of central administration is accountability through Ministers, This theory 
is intimately connected to the doctrine of ministerial responsibility which 
constitutes the fundamental principle of the British parliamentary system 
of government, Members of the Cabinet who constitute the executive are 
individually responsible to parliament for the activities of the governmen- 
tal departments placed under them, A permanent group of civil servants 
assists the Ministers in the formulation and execution of policies, How- 
ever, the responsibility for every activity belongs to the Ministers, who 
take the credit for the good things done and accept the blame for all mis- 
takes, This is the rule of civil service anonymity. This rule is consid- 
ered essential to the idea of a permanent civil service which is expected 
to serve faithfully and obediently any government that emerges after every 
parliamentary election, and to serve all members of the public with total 
impartiality. The devices used by the British Parliament to examine and 
influence the conduct of administration are: question time in parliament 
for Ministers; letters by members of parliament to Ministers; parliamen- 
tary committees; and the Parliamentary Commissioner for Administration 


which was created in 1967 in response to the widespread view that existing 
devices were inadequate, 





When the British were preparing to hand over political power to the 
nationalist leaders in their African colonies in the 1950s and early 1960s, 
the parliamentary methods of administrative control were transplanted 
into these colonies as part of the emergent nations' governmental systems, 


This exercise is referred to as the transplantation of the ''Westminster 
Model. '' However, it should be stressed that this transplantation exercise 
was not an imposition, as the British decision in almost every case was 
enthusiastically welcomed by the nationalist leaders concerned, 


In addition to parliamentary control, two other methods of control were 
introduced into the colonies: internal control, and judicial control, Inter- 
nal control measures refer to arrangements within the British administra- 
tive system aimed at preventing the abuse of bureaucratic power, These 
measures are connected with the relations between superiors and subordi- 
nates, career expectations and penalties, and the use of inspectorates, 
The idea of judicial control or legal accountability is primarily intended 
"to provide judicial remedies to the citizen who is adversely affected by 
administrative actions contrary to the law", The dominant position occu- 
pied by British officers within the administrative and judicial institutions 
of every colony right up to the time of independence, and in most cases for 
a few years afterwards, helped to ensure that these control measures were 


given interpretations more or less identical with what prevailed in the 
metropolitan country. 


The French Heritage, As in Britain, the French administrative system 
has been subjected to three major types of control: political, judicial and 
internal controls, Of these, it is judicial control that has been most effec- 
tive. Responsibility for judicial control in France is entrusted to a special 








system of courts called administrative courts, These administrative 
courts deal exclusively with the acts of public officials accused of over- 
stepping their authority or otherwise damaging the rights of private 
citizens, They are distinct from the ordinary system of justice concerned 
with criminal acts and civil cases, All cases in the realm of administra- 
tive justice were heard before Councils of Interdepartmental Prefectures 
(in certain fields specified by law) or the Council of State (in the remain- 
ing fields). Appeals went from the former to the latter, All French 
colonies in Tropical Africa were integrated into this metropolitan system 
of judicial control, Thus, for example, in French West Africa, a Council 
of Administrative Conflicts was created with powers similar to those of 
the Interdepartmental Councils in France, Appeals went from the French 
West Africa Council to the Council of State in Paris. In addition, the 
French Court of Accounts, which was the supreme judicial body for the 
end-of-year audit of all public accounts in the metropolitan country, 


exercised the same authority over financial administration in French 
West Africa. 


In regard to political control, some of the parliamentary methods of 
control that exist in Britain are also used in France, As in Britain, the 
Ministers were assisted by civil servants who were subject to the rules 
of anonymity and impartiality. The devices used by the French Assembly 
in relation to the conduct of administration such as questions and com- 
mittees were also similar, In France, however, these devices were not 
frequently used and were of very limited effectiveness, Many of the post- 
independence leaders in the francophone states obtained first-hand exper- 
ience of French style political control between 1946 and 1958 when they 
served either as Ministers and Secretaries of State in successive French 
Fourth Republic Governments or as deputies in the metropolitan National 
Assembly. When local Territorial Assemblies and political executives 
called Government Councils were established in 1947 and 1957 respectively, 
provisions were made for both institutions to enforce measures of political 
control similar to those existing in the metropolitan country, 


Finally, the internal arrangements aimed at ensuring the control of the 
metropolitan administrative system were also introduced into the federal 
colonial administrative systems in West and Central Africa, These mea- 
sures were in turn adopted by the different territorial administrative sys- 
tems which succeeded the federal system in the late 1950s, The methods 
of internal administrative control in France include a system of inspec- 
torate corps, the hierarchical structure of the administrative organization 
and the career expectations and obligations spelt out in the civil service 
code, the Statut général des fonctionnaires, The procedures of these in- 
ternal control devices were transplanted into Africa under colonial rule 
in various ways. In some cases, the metropolitan inspectorates' activities 
extended to the colonies, while in others local inspectorates following 
procedures that were virtually identical with the corresponding metropo- 
litan inspectorates were established, 








The anglophone and francophone states in Africa inherited at independ- 
ence somewhat different approaches to administrative control, What has 
happened to these colonial heritages since independence? Has any of these 
states devised new methods of administrative control? Attention will be 
focused on four states, two anglophone (Nigeria and Tanzania) and two 
francophone (Guinea and Senegal), On the one hand Nigeria and Senegal 
represent the situation where a determined effort has been made to preserve 
the inherited approaches to administrative control, On the other hand, 
Guinea and Tanzania represent states that have sought to depart radically 
from the colonial heritages by devising some new methods of administrative 
control, We shall refer to the former as the conservative model and to the 
latter as the radical model, The experiences of the remaining sub-Saharan 
African states fall somewhere between these two models. 


The Conservative Model 





Nigeria, At independence in 1960, the existing methods of parliamen- 
tary control remained virtually unchanged. Available empirical studies 
indicate that these methods have proved to be of limited effectiveness, In 
the British tradition, questions in parliament are expected to serve as an 
instrument for "turning a searchlight" upon the civil service. Although 
this ideal is not fully achieved in practice in Britain, most students of 
British public administration are agreed that questions in parliament con- 
stitute an effective instrument for probing administration conduct, Several 
factors were responsible for the limited effectiveness of parliamentary 
questions in Nigeria. First, the majority of questions asked were con- 
cerned with the distribution of amenities (postal services, electricity, 


roads, water and so on) and very little attention was paid to turning "'a 
searchlight'' on the civil services, Second, parliamentary sessions were 
of very short duration--an average of 38 days for the Federal House (1960- 
1965) compared to a British post-war average of 160 days. Third, the 


majority of Ministers were unfavorably disposed to answering questions, 
especially supplementaries, 


In regard to the Public Accounts Committees, their effectiveness was 
also of very little significance, A detailed study of the Federal Public 
Accounts Committee between 1960 and 1965 reveals that its effective 
functioning was hampered by the following obstacles: the preponderance 
of Government members (including the Chairman) on the Committee; rapid 
turnover of the membership; the limited basic knowledge of the members; 
and the systematically uncooperative attitude of senior civil servants, The 
following preamble to a Permanent Secretary's statement before a PAC 
session speaks for itself: "If I may first apologize for not bringing all 
relevant papers, it is not always very possible to anticipate all questions 
which might be asked", The state PACs faced similar problems and 
achieved very little. For example, in the Western Region/State the PAC 
met only twice between January 1960 and September 1964, Under military 
rule (since 1966), only the Public Accounts Committees have survived of 


the parliamentary controls, but they continue to battle with obstructionist 
tactics of senior civil servants, 





In regard to judicial control, the inherited British approach has been 
preserved, Ordinary courts have responsibility for the conflicts be- 
tween private citizens and the state, and the Nigerian courts apply a 
system of remedies that is substantially in line with what exists in Eng- 
lish law. According to existing studies of judicial control in England, 
the system of remedies has proved to be of very limited effectiveness. 
The reasons for this state of affairs include the confused nature of the 
remedies, the statutory restrictions on the remedies, the technicalities 
and formalities associated with the rules of evidence and procedure and, 
above all, the fear of the Judiciary to develop administrative law at the 
expense of its independence in its day-to-day jurisdiction, Again, our 
knowledge of what has really happened in Nigeria is limited, but the avail- 
able evidence suggests that our system of remedies is even less effective 
than what exists in England, Control over administrative decisions that 
is achieved in England through the work of public inquiries and indepen- 
dent tribunals is not weil developed in Nigeria, All the constraints on 
judicial remedies in England are present in Nigeria, and the cost of liti- 


gation in Nigeria is unmitigated by the system of legal aid available in 
England. 


Concerning the arrangements for internal control within Nigerian 
administrations: The General Orders of the civil service guarantee the 
basic principles of a career system with permanency of tenure, fixed 
salary, recruitment by qualifications or through competitive examina- 
tions, and regular promotions. In return for these important guarantees, 
civil servants are expected to act with maximum fairness towards all 
members of the society and to desist from using their positions for sel- 
fish ends, There are provisions for disciplinary actions against civil 
servants who engage in self-enriching financial activities (corruption), 
and disciplinary actions for participating in activities (especially political 
activities) that could prevent civil servants from acting with impartiality. 
The enforcement of these regulations in post-independence Nigeria may be 
questioned. The available evidence suggests that financial corruption in 
the civil services is considerable, the norm of political impartiality is 
hardly respected, and the inspectorates that exist have achieved little. 





In all, the Nigerian experience of administrative control since 1960 has 
been a case of imperfect continuation of the former metropolitan country's 
approaches to the subject, One explanation for the limited effectiveness 
of these control measures is that they are all foreign imports, and as such 
they lack the supportive environmental conditions (historical, political and 
cultural) which enable them to thrive in their natural habitat, This prob- 
lem was accentuated by the speed with which British officers were re- 
placed by Nigerians during the years preceding and following independence, 
So far, it does not appear that any conscious effort is being made to re- 
orientate the prevailing local realities in Nigeria to make them support 
the imported principles and practices of administrative control, [ Note: 
Since the original of this article was written, a new Nigerian government 
has established a Permanent Corrupt Practices Investigation Bureau, and 





a Public Complaints Commission; some 10,000 civil servants were re- 
tired or dismissed in 1975/76 under a new code of ethics, ] 


Senegal: As under colonial rule, the major instrument for administra - 
tive control in Senegal is judicial, The country's post-independence Consti- 
tution has maintained the idea of an independent judiciary on which the proper 
functioning of the judicial control of administration depends, However, 
the French Council of State no longer has a role in the judicial control of 
administrative action inside Senegal; and the French tradition of a dual 
legal system--one judicial and the other administrative--has been aban- 
doned in favor of a unified system in order to achieve some economy of 
finance and personnel, The Senegalese Tribunals of First Instance and the 
Supreme Court perform functions and follow procedures similar to those 
of the French Administrative Tribunals and the Council of State, Senegalese 
Governments since independence have employed a sizeable number of 
qualified French personnel to run these institutions, 


Some concrete results have been achieved, and two areas deserve men- 
tion. The first concerns cases which individuals bring against the adminis- 
tration when they want an administrative decision or regulation annulled 
(referred to as cases of abuse of power), These cases are heard by a sec- 
tion of the Supreme Court called the Administrative Section, The second 
major area of success is the performance of the Court of Budgetary Disci- 
pline which was created in 1963 to judge all violations of financial regula- 
tions including ''waste'' and bribery. On the whole, the sanctions of the 
latter court have been severe; they include a fine of over one million francs 
CFA, one of 500,000 francs in 1965 and another of 600,000 francs in 1966, 
In addition to fines, guilty civil servants have been subject to normal civil 
service disciplinary procedures and, if necessary, made to face penal pro- 
ceedings, However, with regard to correcting cases of abuses of power, 
the results achieved compare rather unfavorably with the situation in France 
where there is a long tradition of citizens' active and successful resort to 
administrative courts, In Senegal, only seven successful cases were re- 
corded between 1961 and 1968 along with 22 cases which were judged and 
rejected. The complicated procedures for bringing cases before the court 
and the costs involved combine to frighten off citizens, who usually resort 
to the simpler and cheaper method of seeking the intercession of Moslem 
religious leaders called marabouts, About 80 percent of Senegal's popula- 
tion are Moslems, and the marabouts enjoy great respect, 


As in France, political control in post-independence Senegal is entrusted 
to the National Assembly whose members can ask oral and written questions, 
set up committees and commissions of inquiry. A study of the activities of 
the Senegalese National Assembly has shown that none of these parliamen- 
tary methods for controlling the work of administration has been used to 
serious effect. And it is significant that in 1970, the Prime Minister 
appealed to the deputies to use their powers of control: ''You have the right 
to control us: we hope that you will do it, '"' 





The arrangements for internal control of administrative work follow 
closely the inherited French tradition, Emphasis is placed on hierarchical 
control and on a system of inspectorates, But the two inspectorates estab- 
lished since independence have not achieved much, In the case of the In- 
spectorate General, which has responsibility for control and supervision of 
the entire civil service, the problem has been the extensive nature of its 
competence which contrasts sharply with the scarcity of qualified person- 
nel and financial resources at its disposal, The Service of Financial Con- 
trol functioned for only a few years and has since survived only on paper, 
On the whole, Senegal, like Nigeria, has preserved the inherited methods 
of administrative control, Some concrete results have been achieved, 
However, as in Nigeria, some of the inherited methods of control have 
proved ineffective because Senegalese local realities are different from 
those in France, 


The Radical Model 





Tanzania, At independence in December 1961, Tanzania adopted a 
Constitution that provided for a parliamentary system of government, 
based on the Westminster model, Within three years, the parliamentary 
system of government was abandoned and Tanzania was proclaimed a 
democratic one-party state. Under the new system, the idea of prevent- 
ing civil servants from participating in politics was abandoned, According 
to President Nyerere, once you have a one-party system, it becomes 
"absurd to exclude a whole group of the most intelligent and able members 


of the community from participating in the discussion of policy simply be- 
cause they happen to be civil servants, '' 


This politicization of the Tanzania civil service has led to a de-emphasis 
on the inherited methods of administrative control, For example, hierar- 
chical control within the civil service has become weakened since a junior 
civil servant may be a heavyweight political figure or have important con- 
nections, A civil servant who becomes a member of parliament and is 
made a Minister automatically becomes the boss of a Principal Secretary, 
who will be his future superior if he returns to the service, The abandon- 
ment of the doctrines of civil service anonymity and impartiality also en- 
tails the disappearance of the inherited British doctrine of ministerial 
responsibility on which the parliamentary methods of control are based, 
What has replaced these inherited control measures? 


Two new devices have been introduced for ensuring that Tanzanian civil 
servants are kept under effective control and made accountable for their 
actions, First, in 1965 a Permanent Commission of Enquiry (PCE) was 
created whose powers of inquiry cover the conduct and activities of any 
person in the service of the government, The second device consists of 
a leadership code of conduct for government employees. 


The PCE can deal with arbitrary decisions or arrests, Omissions, and 
improper use of discretionary powers, decisions made witha bad or 
malicious motive, or decisions influenced by irrelevant considerations, 





unnecessary or unexplained delays, and obvious wrong decisions. Any 
member of the public can complain directly to the PCE in either written 
form or orally, and no fee is charged in setting investigatory machinery 
in action, The PCE has a chairman and two other members appointed 

by the President, Its reports and recommendations are submitted to the 
President, The PCE can recommend that an official be warned, demoted, 
transferred to another area, or be dismissed, It could recommend that 
he be prosecuted in a court of law, or he may be called upon to compensate 
an individual whose rights he has injured. By June 1970, the PCE had 
received a total of 5,494 complaints: 2,814 were investigated and 2, 680 
rejected on one of several grounds: frivolous, no substance, other reme- 
dies not yet exhausted, lateness, against government policy. Out of the 


2,814 cases investigated, 1,005 had been completed: 372 succeeded and 
633 failed, 


Through the activities of the PCE, several defects in the law and the 
Civil Service Regulations have been identified and amended, And on the 
psychological plane, officials are permanently kept on their guard, while 
the citizenry is reassured that it can always attempt to redress any griev- 
ance that it may have had with the administration, But the critical posi- 
tion Occupied by the President, who alone determines the acceptance or 
rejection of the PCE's recommendations, means that the institution's 
effectiveness depends to a great extent on the personality of the holder of 
this post. The available evidence suggests that President Nyerere is 
doing everything to ensure that the PCE is effective; but there is no 
guarantee that his successor will do the same, 


A leadership code of conduct was first introduced into Tanzania in 1967 
as part of the Arusha Declaration which proclaimed socialism and self- 
reliance as the major objectives of the government, When the provisions 
of this code were integrated into the Civil Service Regulations in 1970, it 
was stipulated that no person can hold or be appointed to a civil service 
post with more than a defined minimum salary unless he satisfies the con- 
ditions of leadership, The conditions of leadership are laid down as 
follows: "that such an official or his wife must not (i) hold shares in any 
company; (ii) hold any directorship in any privately-owned enterprise; 
(iii) own houses from which he collects rent; (iv) be an employer of labor 
other than domestic servants; and, (v) be in receipt of more than one 
salary at any particular time. '' By 1971, this code affected all the 
9,419 senior and middle-grade officers on permanent tenure in the civil 
service, 


To underline the Tanzanian government's determination to uphold the 
ideals of public spiritedness, probity and integrity among civil servants, 
two Acts of Parliament were promulgated, Under the Acquisition of 
Buildings Act of 1971, some civil servants forfeited to the government 
buildings they owned whose cost of construction or annual rental value 
exceeded a certain amount, The Prevention of Corruption Act of 1970 
requires a full accounting of all properties owned by civil servants and 
their close relatives, with strong penalties for wrongful acquisitions, 





Clearly, all this represents a bold and imaginative attempt to deal with 
the monster called corruption which is undermining the government of 
virtually every modern state, developed, developing or underdeveloped, 
Unfortunately, there has been no systematic empirical study of the 
implementation of this Act, It is certain that a fearless and just enforce- 
ment depends very much on the quality of the leadership. 


Guinea. When Guinea became independent in 1958, the new state's 
leaders adopted a Western-style Constitution which provided for an 
independent judiciary, Without formally abolishing this Constitution, 
Guinean leaders have proclaimed that the effective doctrine on which the 
country's governmental system is based is that of party supremacy, 
According to this doctrine, all the constitutional institutions of the state, 
including the judiciary, are subordinate to the party. According to 
President Toure (the leading exponent of the ruling regime's ideology), 
"Judicial control is for him (the Guinean Magistrate) a retrograde insti- 
tution which cannot respond to the policy of our regime", A presidential 
circular of July 1963 spelt out this lack of judicial independence as 
follows: ". . . in order to harmonize the various aspects of social jus- 
tice, they (the Magistrates) must inform, before judgment is rendered, 
these officials (administrative and political leaders) about all cases 
likely, by virtue of the circumstances, to have an unwelcome repercus- 
sion on the political climate or on public opinion, " 


The Guinean regime has created two institutions charged with respon- 


sibility for the judicial control of administrative action: an Administra- 
tive Tribunal, and a Court of Accounts, The Administrative Tribunal 
created in 1964 was given power to settle all administrative conflicts 
that may be brought before it by either civil servants or citizens whose 
rights may have been violated by administrative action, Only the Presi- 
dent's veto can alter its verdict, On the whole this institution has been 
very little used, which is not surprising since many citizens would con- 
sider it futile to attempt to institute cases before dependent magistrates, 
The Court of Accounts, created in 1967 with responsibility for "a judicial 
control on the accounts of all public accountants, '' is being given the 
material, human and financial support that would enable it to function 
effectively, Since 1970, according to its secretary general, public 
accountants sent in their accounts regularly, thereby rendering prompt 
control possible. However, the Court had not, as late as 1971, begun 
the preparation of any annual reports on financial management and 
public accounting. It appears that the alarming rate at which public 
money is embezzled explains the attention paid by the government to the 
Court of Accounts, but it remains to be seen how effective the Court will 
be in solving this problem, 


Given the Guinean doctrine of party supremacy, it is not surprising 
that responsibility for political control is entrusted to party institutions, 
The country's single and ruling party, the Democratic Party of Guinea 
(Parti democratique de Guinée, PDG) is organized on a nation-wide basis 


11 





at exactly the same levels as the State administrative structures, At each 
level, the party institution is expected to control the corresponding admin- 
istrative institution, Under this arrangement, the National Assembly has 
no role to play; as President Touré has put it, ''The veritable activities of 
of our comrade parliamentarians take place within our mass party institu- 
tions. . .''. In practice, the party institutions have not succeeded in 
exercising an effective control over the civil servants in their respective 
areas, largely because many of the civil servants who are expected to be 
controlled are themselves members of the controlling institutions. This is 
because the party has no staff of its own, and the vast majority of the party 
officials at all levels except the national level are civil servants who accum- 
ulate party duties along with their civil service functions, 


Because of the limited results produced by judicial, political and internal 
controls, two more devices have been introduced, The first consists of an 
anti-corruption campaign; the second consists of open confrontations of 
citizens with officials called Open Tribunals. The first anti-corruption 
campaign in Guinea was launched in 1964 when a law established a National 
Commission and Regional Commissions for the Verification of Wealth, By 
1967, very few concrete results had been achieved, so the Commissions 
were re-launched and Special Commissions were added for the verification 
of vehicles. To ensure the success of the Commissions, all wealth--money, 
vehicles, houses, land and so on--was considered to have been seized, and 
each person was to prove the correct acquisition of his possessions before 
the relevant Commission, All unproven wealth was to become state property 
after 31 December 1968, The Commissions were to be assisted in this task 


by the Police, National Gendarmerie, and Republican Guard, Apart from 
generating one report in late 1968, this anti-corruption drive does not 
appear to have achieved the desired objectives; three years later the 


regime's leaders continued to condemn the corruption in the public and 
private sectors, 


The Open Tribunals are held periodically in the different regional head- 
quarters, Every village within each region is represented by as many 
people as can reach the headquarters, All civil servants and party officials 
within the region must be present, The following extract from President 
Touré's opening speech at an Open Tribunal in 1968 summarizes the purpose 
of the tribunals: ''Have the agents of the State and of the Party, in their 
professional behavior, violated your dignity, your rights or your liberty? 
When and how? Have you been the victim of any injustice or discrimination? 
When? In what conditions? Be afraid of lying but have no fear to tell the 
truth, Tell the truth, It is the turn of the people to speak, "' 


The results of these tribunals are very interesting, In some cases 
disciplinary measures were taken on the spot while in others these mea- 
sures were announced later, For example, after presiding over an open 
tribunal in Kissidougou in December 1961, the President dismissed the 
chief of administrative posts from his functions and ordered him to be put 
under arrest because of the exactions he had made on the people in his area, 





In two other regional headquarters, the President declared null and void 
the verdicts already passed by some Justices of the Peace because they 
failed to answer satisfactorily the objections of the people they had 
previously condemned, Similar measures were taken in some other 
regions. In 1968, the President presided over open tribunals in Labe, 
Pita and Dalaba, which resulted in the dismissal of one governor and 
one arrondissement commandant while two governors and several 
arrondissement commandants were transferred, Similar measures 
were taken in other parts of the country. The disciplinary measures 


taken against other officials have included transfer, demotion and 
suspension, 


Perhaps the greatest merit of these tribunals is the open dialogue 
they promote between the national leaders and the people. They re- 
assure the people that the leaders care for them and provide an op- 
portunity for the people to bring their criticisms and demands before 
the national leaders, The knowledge that these tribunals exist may 
serve as a kind of permanent check on civil servants to avoid such 
actions as may earn them public rebuke and punishment, However, 
this approach has its disadvantages. The disciplinary procedure laid 
down in the civil service statute is not followed, which violates civil 
servants' right to a proper hearing and may adversely affect the morale 
of others. The verdicts of the President and the other national leaders 
do not follow any stated rules, which means that one either accepts that 


their sense of good judgment is very high or that this constitutes another 
kind of arbitrariness, 


Conclusions 





The experiences of countries examined in this study suggest that 
there is an important contrast between British and French heritages. 
In the British heritage, parliamentary control which occupies the dom- 
inant position depends, for its effective functioning, on the acceptance 
and practice of "proper parliamentary procedures", The Tanzanian 
leadership simply abandoned the idea altogether, while in Nigeria the 
inherited parliamentary methods of control have achieved very little. 
The Nigerian experience is shared, in varying degrees, by other anglo- 
phone states, (This contrasts sharply with the situation in Britain where, 
since 1960, parliamentary methods of control have been strengthened 
through the establishment of new Parliamentary Select Committees and 
the appointment of a Parliamentary Commissioner for Administration, ) 
In the French heritage, however, emphasis is placed on judicial con- 
trol, The Senegalese and Guinean experiences examined in this study 
show that this approach to administrative control has continued to be 
important, and the situation in the other francophone states is more or 
less the same, The experience of the francophone states suggests that 
it is easier to transplant judicial control than parliamentary control, 





It is therefore suggested that anglophone states in Africa could explore 

the possibility of introducing a system of administrative courts, In doing 
this, they could follow the Senegalese approach by integrating the adminis- 
trative courts within a unified legal system. For example, in Nigeria, an 
Administrative Conflict Division could be created within the State Appeal 


Courts, and a Supreme Administrative Conflict Division within the Supreme 
Court, 


Another point that emerges from this study is the way in which the 
Tanzanian and Guinean innovations are closely tied to the leadership of the 
ruling regimes in both states, Both the Permanent Commission of En- 
quiry and the leadership code of conduct in Tanzania depend, for their 
effective functioning, on the President of the Republic, Similarly, the ad 
hoc anti-corruption campaigns in Guinea and the Open Tribunals function 
only under the guidance of the President of the Republic. While each 
regime can be given credit for introducing new accountability and control 
measures that take into account its current realities, there is little or no 
guarantee that the measures can survive the incumbent leaders, not to 
talk of possible export, However, the ideas underlying the Tanzanian 
approaches have merit, and they could be profitably adapted to suit the 
local realities of other states which are seriously committed to the eradi- 
cation of corruption, 


In regard to the PCE, which is in effect a Tanzanian version of the 
Scandinavian Ombudsman, the objectives set for this institution are not 
adequately provided for in any other African state, anglophone or franco- 


phone, There is no adequate safeguard in any of these states for the indi- 
vidual against instances of maladministration that give rise to personal 
grievances and affect the complainant in his individual capacity--i, e, 
improper, unfair, or negligent action by public officers, These are the 
problems that the Tanzanian PCE seeks to solve, and in most countries 
where the Ombudsman exists he is expected to perform similar functions, 
It should be worthwhile for African States to introduce this institution, 
taking into account, of course, their local realities, In Nigeria, one of 
the States has already established a Bureau for Public Complaints, which 
appears to be Nigeria's first Ombudsman, 


[ Extracted from International 
Review of Administrative Sciences, 
Vol, 40, No. 4, 1974, pp. 307-21. 
Brussels, Belgium: the Inter- 
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Public Administration Training 
For Potential Bureaucratic Elites 
Metin Heper 


[ The training in public administration offered by universities in industri- 
alized countries, conditioned by the experience in these countries, may 
not fit all the requirements of students from today's developing nations, 
Such students are preparing to be civil servants in situations where they 
may become members of a strong decision-making elite, and where the 
conditions in their country are undergoing rapid change, ] 


This article aims to study some of the salient issues 
of the public administration training offered to the po- 
tential bureaucratic elites of the transitional societies 
in the universities of Western industrialized countries, 
The questions addressed are the following: What alter- 
ations, if any, are required in the emphasis and scope 


of the so-called Western models of administration for 
them to be applicable in a developing context? Has the 
learning of such models in Western schools (and the 
schools in some less-developed countries) been detri- 
mental to some aspect of development? Is training an 
important mechanism in instilling concepts and rein- 
forcing individual commitments to change? What ad- 
ditional bureaucratic incentives need to be provided to 
ensure that behavior approximates the ideal instilled 
during training? What is the likely impact of training 
if complementary incentives are not provided? These 
questions are by no means modest in scope, and no 
attempt is made here to analyze fully let alone answer 
them, The focus is primarily on the question: Is 
what is learned during public administration training 
in the universities of the developed countries directly 
usable in the less-developed countries ? 


Professor Heper is with the Social 
Sciences Department, Bogazici 
University, Istanbul, Turkey, (currently 
visiting at Harvard University. ) 





Present state of the art 





At the risk of simplification, we may summarize those aspects of pre- 
sent public administration training programs that interest us most as 
follows. These programs are designed to enable students from the devel- 
oping countries to provide administrative inputs essential to the economic 
development efforts in their respective countries, The model chosen as 
teachable, or as a yardstick to evaluate administrative structures, is that 
of the legal-rational authority type developed by Max Weber, Its major 
characteristics are well known: emphasis on form, the concept of hier- 
archy, specialization of tasks, a specified sphere of competence, estab- 
lished (administrative) norms of conduct, and elaborate records, It is 
beyond doubt that, while he was building up this ideal-type of bureaucracy, 
Weber was particularly impressed by the structures of public bureaucracies 
of societies at their maturing stages of industrialization, Thus the basic 
bureaucratic norm was that of formal rather than substantive rationality, 
implying subordination of the public bureaucracy to the political executive. 
Such an assumption seemed entirely logical, as the rising entrepreneurial 
middle classes at this stage of development had gained political ascendancy, 
and impressed upon the bureaucracy their will to transform the latter insti- 
tution into a means of providing infrastructure services to industrial 
activities carried out primarily by the private sector, 


Thus, in the presently industrialized societies public bureaucracy is 
primarily a functionally specific institution, and in general implements 
political decisions made elsewhere, Under such circumstances manage- 
ment education can afford to be confined to micro areas without much loss, 
and it turns out to be "process-oriented, '' Major emphasis is placed on 
factual rather than valuational premises of decision-making, and on special- 
ized rather than generalized training. Stress on specialization inevitably 
leads to the development of the culture-bound character of the findings of the 
overwhelmingly "applied" social science tradition, It has also led to a tend- 
ency to set technical and "'practical'' study against literary education, and to 
neglect the imaginative aspect, Passive mastery instead of an active dis- 
covery of ideas became more important, and there developed a tendency to 
follow ''recipes'' in solving problems instead of analyzing them and search- 
ing for generalizations. An earlier ''recipe'' in public administration train- 
ing programs used certain common sense principles to make administration 
more efficient. Later, a more sophisticated Weberian model became fash- 
ionable, Utilization of the latter model, in effect, aims at transferring some 
particular historical concepts that emerged at the end of an industrialization 
process, in the hope that they would somehow be instrumental in starting or 
facilitating that same process elsewhere at different stages of modernization 
with varied historical development patterns, 


No doubt, the diffusion of this model or others to the less-developed 
countries can have some useful results, They could be a source of inspira- 
tion, expand vision, and multiply alternatives. But if selective and inde- 
pendent assimilation is not made, it leads to the borrowing of "organizations 
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without people", that is borrowing only the formal side of the organization-- 
its laws, physical arrangements, structures, work processes, communica- 
tion facilities, and other dehumanized elements of a legal-rational authority, 
This contribution can be insignificant, and may in fact create havoc, if 

the performers--their motivations, skills, values, objectives and know- 
ledge--are not accordingly changed, or if the changes wrought are not in 
line with the goals attributed to the organization from outside, 


To the extent that such a line of argument is valid, it unequivocally 
brings home the fact that the Western administrative technology needs to 
be modified if it is going to be relevant and useful for the less-developed 
countries. Derived almost exclusively from empirical studies of Western 
phenomena, with a pronounced bias toward the maintenance of stability 
rather than understanding and guiding change, Western social science has 
not been sufficiently perceptive to cope with this issue. As far as train- 
ing for administration of socio-economic development is concerned, a 
theory of changing should have been developed along with some guidelines 
as to how it may be applied in concrete situations--all this with a view to 
the conditions in the developing countries. 


Such a theory and its operational guidelines can only be developed, 
however, with thorough and systematic research in the less-developed 
countries, Research by scholars of the industrialized societies has not 
been considered satisfactory in this respect. And there is only a handful 
of social scientists in the less-developed countries who feel the need to 
develop an autonomous and creative social science tradition relevant to 
their own countries as well as to the general development of the social 
sciences, The need for adaptation that thus emerges raises the question: 
adaptation to what? 


Role of bureaucracy and its changing 
nature in the less-developed countries 








The political roles and the consequent functions of the bureaucracies 
in the less-developed countries cannot be neatly classified. There is 
more than one criterion to classify them--whether they have had a colonial 
background or not, whether the nation-building phase has been completed, 
and so on, In comparison with the public bureaucracies in Western indus- 
trialized societies, however, two characteristics stand out: their poli- 
tical elite status is significant, and they therefore have multiple functions; 
and their functions frequently change, 


Multiple functions. In a power vacuum, particularly the higher eche- 
lons of the public bureaucracies in the less-developed countries constitute 
a significant component of the political elite. They heavily contribute to, 
and in most cases make as wellas implement political decisions, Thus, 
besides their main function of administration of socio-economic develop- 








ment, their role is critical in political decisions regarding political change, 
cultural change, and socio-economic development as well as in administra- 
tive reform efforts, 


In the cultural sphere, for instance, the attitude of the bureaucratic 
elite toward the cultural secularization process is significant, In the poli- 
tical sphere it plays a critical role, determining whether the demands of 
emergent groups in society will be smoothly and successfully accommo- 
dated in the political system, In the economic and social spheres its 
attitudes toward the rising entrepreneurial groups is decisive in the role 
and contribution of the State in the developmental efforts, and in the emer- 
gent social stratification in society. At times it alone makes decisions 
upon the exact mix of various societal goals, 


Frequent and secular change in functions. The rate of change in these 
countries is faster than that in developed countries, and the transition is 
not always smooth, Social groups and their place in social and political 
stratification shift rapidly. These transformations, however, rarely take 
place independently of the intervening hand of the bureaucratic elite. Con- 
sequently the bureaucratic elite assumes a responsibility for giving direc- 
tion to these developments, This is a political function that has to be 
carried out in different fashions at different stages of social change, Apart 
from what we may call the manipulative function assumed by the bureau- 
cratic elite during the formation and decay of the various social groups in 
society, the new interests and demands articulated by these new groups, 
both at their formative and later stages, as well as the opposing interests 
of the older social groups will have to be accommodated, 





A long run trend, on the other hand, that may be observed in the more 
developed of these countries is the transformation of the bureaucratic elite 
itself from a 'status' toa ‘functional! officialdom, This means that, asa 
result of the development of new entrepreneurial middle classes relatively 
autonomous of State manipulation, the bureaucratic elite may be obliged 
to become an administrative rather than a political elite. However, the 
bureaucratic elite may itself develop into a ''new middle class''--a tech- 
nocracy which assumes a major role and responsibility in development 
efforts, 


Implications for public administration training programs 





In view of these two basic differences between the developed and less- 
developed countries, one can argue that in the public administration train- 
ing programs for students from the less-developed countries three basic 
reorientations are necessary. There is a need fora different kind and 
form of knowledge; for promoting creative abilities and innovational atti- 
tudes; and for promoting motivation and commitment for changing, 








Imparting relevant knowledge. Various kinds of knowledge and strat- 
egies of education are needed for different types of developing countries, 
as well as for different phases in their development, Purely operational 
knowledge with heavy emphasis on specialization remains inadequate in 
an administrative environment where organizations with multiple functions 
rather than functional specificity make up the prevalent mode of adminis- 
trative structure, When one moves away from the day-to-day administra- 
tion of the routine functions to the spheres of administering socio- 
economic development and administrative reform, one immediately 
comes across the limitations of the Weberian model, A familiarity with 
the environment of political, economic, social and cultural systems is 
necessary, not only for the running of the routine administrative reform, 
but also because these students are the potential bureaucratic-cum- 
political elites of their respective countries, Students of development 
talk, for instance, of basic cultural differences, of orientation toward 
some such common human problems as innate human nature (evil, 
neutral, good), relation of man to nature (subjugation, harmony, 
mastery), temporal focus of human life or time orientation (past, 
present, future) or the modality of human activity (being, being-in- 
becoming, doing). But we are far from systematically integrating these 
cultural variations into our public administration training curricula, 


Likewise, political variations within the less-developed countries do 
not meaningfully and deliberately find their way into the course contents 
of development administration studies, To be sure, political education 
is anathema in liberal societies, and there is a very thin line between 
scientific analysis and propaganda, But the expectations for bureaucratic 
behavior in a mobilizational regime, for instance, will be different from 
those in a democratic one, Less difficulty is perceived as regards econ- 
omic development, Some believe that the main emphasis should be 
placed on economic aspects; they argue that in the short run economic 
considerations have the greatest effect on administrative policies and 
programs. We think this is a misconception and arises mainly from the 
apparent neatness of traditional economic analysis based on deductive 
method. Besides, one can easily question the sole emphasis placed on 
increased per capita income while ignoring other economic objectives, 
for instance a better distribution of income, Nevertheless, students 
could with advantage learn about the elements involved in economic 
decision making, 


Overlapping with these considerations as criteria for educational ob- 
jectives and strategy are the different phases of development, The 
salient issues of a nation-building stage, for instance, are cultural and 
political, or integrative, whereas comparable issues of the later stages 
are more socio-economic, or goal-gratification, The transition froma 
status to a functional officialdom largely coincides with this development, 
It is during the socio-economic developmental efforts that there is more 
of a need for advanced forms of cultural secularization and functional 
adaptability on the part of the bureaucrats, 
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Developing a sense of creativity and an innovational orientation, Bailey 
once remarked that administration is the creative formulation of policy, 
along with the imaginative, humane, and fair execution of social policies. 
This is all the more true for administrators in the developing countries, 
They have to deal with indigenous issues with tools largely exogenously 
developed, The adaptation of those tools to their unique problems depends 
upon a sense of creativity and an innovational outlook, In the relative 
absence of further training programs for such administrators at home, 
their education abroad gains particular significance for developing their 


capacities. What could be some of the education techniques that may be 
utilized for this purpose? 





The much discussed interdisciplinary approach seems to be useful here, 
A synthesizing ability is desperately needed to reconstruct Western forms 
of knowledge for indigenous conditions, and for dealing with the over- 
lapping of political crises. For some time, interdisciplinarity has been 
in the air, though it is more often preached than practised. Fortunately, 
some students of public administration have recently been developing work 
of a truly interdisciplinary character which is extremely important for our 
present purposes, If their approach is carefully incorporated into another 
recently developing field--public policy-making--it would have much 
potential for promoting a sense of creativity and an innovational outlook, 


Another useful measure may be a reorientation of teaching. A deliber- 
ate emphasis on teaching how to learn on one's own, along with imparting 


relevant knowledge, seems to be an apt strategy. Short training courses, 
seminars, conferences and symposia would be poor substitutes, One 
should question the assumption that thinking cannot take place until a suf- 
ficient body of information is accumulated. An equally unproductive 
assumption is that thought is an automatic by-product of studying certain 
subjects and of assimilating the end-product of someone else's thought. 
Thus there arises a need for more generalists. We must stay away from 
training one-dimensional men and place emphasis ona stronger general 
education that will make possible later re-trainability. It follows that the 


intellectual self-development of students should be given as much attention 
as their vocational training, 


Certain students of creativity have come up with suggestions as to how 
teaching may be creativity-oriented. They lament the fact that term 
papers are usually a digest of known facts or opinions of experts, and are 
graded primarily for correctness of form and content, Similarly, disser- 
tations and theses, although regarded as original contributions, tend to be 
evaluated in terms of correctness of the methodology rather than in terms 
of originality, power and worth of the ideas developed and tested, Instead, 
attention should be given to reading research articles creatively (as against 
reading them critically). Working in groups may also lead to a congenial 
atmosphere for originality. The greatest problem in education seems to be 
that of making the student see the problems, For, if the student fails to 
see the problems, answers given to questions become separated abstractly 
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from the whole reason for asking the questions in the first place. These 
and similar considerations need to be taken into account in devising 
public administration training programs, 


Developing motivation and commitment for changing, Problems of 
motivation and commitment for changing seem to be closely intertwined 
with the related motivational state prior to training, and the bureaucratic 
environment in which the trainee will find himself afterwards. There is 
a high probability that foreign students are more interested in getting a 
degree, and less enthusiastic to learn, They are usually willing to 
undertake public administration training if it leads to promotion, and 
particularly if the training is to take place abroad, Since educational 
qualifications and seniority play a dominant role in their countries as 
criteria for moving upward, an expectation that all these students would 
seek learning for its own sake would be unrealistic, 





It follows that public administration training programs should be so 
devised that these students are desocialized out of their negative attitudes 
toward learning as such, and instead be inspired with positive attitudes 
in this regard, In overcoming lack of motivation, the relevance of the 
course content seems important, Some psychologists have noted that, 
through certain techniques, motives can be changed in adulthood, McClel- 
land, for instance, comes up with a design for a 'motivation training 
course', He questions some educational programs on two grounds: 

First, they are longer and more professional than is absolutely necessary 
to get the job done, Second, they seldom emphasize what psychologists 


think is of primary importance: development of motives and values that 
will make the individual an effective change agent, 


It is apparent that there is potential for devising training programs 
with greater emphasis on promoting motivation, It is crucial, however, 
that the motivated students should find a congenial environment upon their 
return to their own countries if the whole scheme is to succeed, In parti- 
cular they must have an opportunity to engage in non-traditional activities, 
and there should be rewards for doing so, In this regard the bureaucratic 
environment, and the extent to which the returning trainee is not hemmed 
in from all sides by an overly centralized administrative system become 
crucial, Continuing emphasis on bureaucratic recruitment that does not 
necessarily reward those with new knowledge, an emphasis on seniority 
rather than achievement, an unfavorable attitude toward Western social 
sciences mostly on ideological grounds, fear of the new and disinclination 
to learn, and similar factors greatly frustrate the newly trained, 


It is without doubt that public administration training programs should 
be coupled with changes in the over-all bureaucratic milieu if one does 
not want to nullify the positive contributions of education, Otherwise not 
only are the trainees frustrated, and inclined to indifference and cynicism, 
but the purposes of the whole enterprise may be grossly displaced, Unable 





to establish the organization which their training and experience has called 
necessary for good administration, unable to make valid and effective 
policies, they are apt to be reduced to alternative political means in the 
form of authoritarian solutions, corruption, and extra-governmental 
power play. Still another consequence is that non-traditional knowledge 
may be considered as a new source of prestige. Worse still, the studying 
of the Western models may lead to elevating what is learned to a new 
ideology and making it a base for a new set of deductive reasoning. Con- 
sequently one may come across administrators who evaluate every admin- 
istrative structure or process by their resemblance to those of the country 
they are most familiar with, or university professors who adopt the model 
of their former university in that developed country where they obtained 
their graduate degrees, 


[| Extracted from International 
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Stimulating Performance in The 
Indonesian Bureaucracy 


Theodore M. Smith 


[ The performance of large numbers of the poorly paid civil servants in 
Indonesia leaves much to be desired; but there are various reasons why 
the distribution of financial or status rewards, or of punishments, cannot 
now be used to stimulate improvements in performance, (Comment; The 
Indonesian situation described here may seem extreme in some respects, 
but the general problem is familiar elsewhere. )] 


Indonesian public institutions during approximately 
250 years of Dutch control absorbed many European 
bureaucratic norms, But the Dutch relied primarily on 
indirect rule: native sultans and regents in Java and 
local princes in the other islands continued their tradi- 
tional style of rule, shaping it only to meet whatever 
demands might be imposed on them by their colonial 
superiors. Few natives were brought into the higher 
levels of the Dutch East India bureaucracy. At inde- 
pendence in 1950, the options for shaping the structure 
and operating procedures of the national bureaucracy 
were comparatively open, Limits to these options were 
probably more Javanese in character than they were 
legacies of Dutch colonial rule, This paper deals with 
only one type of those options, that of strategies to in- 
crease bureaucratic productivity through the application 
of personnel incentives and sanctions. The problems 
which Indonesia has encountered in the application of 
these tools are anchored in its history, its cultures, its 
politics, and its economy. 


Historical Background 





The historical function of the bureaucrat in Indonesia 
was not productivity or change, but the maintenance of 
unity through stability. During the Later Mataram 
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Period (1500-1800), the king's primary obligation was to maintain or restore 
order. To secure the loyalty of, or the control over, his ranking subordin- 
ates, he tended to manipulate the distribution of state resources with great 
care and stinginess. Three primary tactics were employed to inhibit re- 
source accumulation by these officials: they might be subjected to harsh 
punishment, including execution; they might be kept at court for long periods 
of time, leaving provincial rule to their representatives; or their power- 
seeking inclinations might be blunted through carefully planned marriage 
alignments. All of these tactics had the effect of limiting the amount of re- 
sources which the king's servants could accumulate for themselves. During 
the colonial period which followed, resource accumulation was highly central- 
ized, thereby creating a resource monopoly necessary for alien minority 
rule. Where productivity was desired under the Dutch regime, it could often 
be obtained through coercion--a resource whose availability was to decline 
precipitately with the coming of independence, 


During the first 10 years of self-government, the exuberant expansion of 
Indonesia's bureaucracy threatened to swallow not only most of the national 
budget but much of the political arena as well. Cabinet changes were frequent, 
Unable to dismiss the officials he inherited, each new minister sought to se- 
cure his own position by building cliques of new officials around himself, Total 
numbers rose froma ''small community of members'' to over 500,000. More 
alarming yet, from the regime's standpoint, was the fact that party cliques 
began to develop inside the bureaucracy, raising the specter of a growing 
multitude of internal bureaucratic interests structured around goals that were 
often at cross-purposes with those of the country's leaders, During this per- 
iod, and increasingly between 1957 and 1965, political groups were rather less 
interested in ''development" than in resolving the ideological struggles around 
which the political parties were built. Consequently, issues of bureaucratic 
efficacy were less pressing than issues of mobilization within the bureaucracy, 


The bureaucracy was coming to represent not just a single sector which 
competed for scarce public resources, but a multitude of sectors, Various 
cabinets sought to stem the overall growth of the bureaucracy, but direct 
strategies to pare the influence of intrabureaucratic cliques were never 
seriously applied. Only through the centralization and tightening of person- 
nel regulations applying to promotions and salaries was some kind of control 
achieved. Many of these controls appear to have been adopted on the assump- 
tion that they would prevent government departments or state enterprises from 
becoming more independent of the Sukarno regime, Regulations could not dis- 
solve the separatist proclivities which had developed in several ministries, but 
they did put limits on these tendencies. Party-oriented administrative officers 
found it more difficult to stack their offices with members of the faithful; 
other officers found relief in gaining a buffer against party demands for place- 
ment and advancement, There were strict limitations on salary increases, 
and a requirement that nonroutine increments for high-level officials be ap- 
proved either by the autonomous Civil Service Office or by the President, 


However necessary these controls, they have effectively denied bureau- 
cratic leaders the control of resources they might have used to stimulate in- 
creased levels of performance in their own staffs. Bureaucratic heads have 
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been denied the use of financial incentives to reward outstanding perform- 
ance, nor have they been able to dangle more lucrative and prestigious 
positions before their subordinates, What can be said about the availa- 
bility and effectiveness of sanctions? Presumably the ability to punish is 
a part of formal authority and could be used to elicit at least minimal 
levels of compliance, Here, historical and cultural variables appear to 
all but preclude the instrumental application of sanctions. When Indon- 
esian bureaucrats succeeded Dutch officials at the time of independence, 
bureaucratic procedures and norms were laced with uncertainty. Where 
rules existed, they had lost actual validity because no sanctions were 
available to enforce them, Where sanctions were understood to exist, 
there was great reluctance to apply them, Cohesion and unity were too 
important, internal conflict too costly. Moreover, sanctions were 
thovght to be colonial--almost by definition. 


There are equally strong cultural reasons to explain why, more than 
25 years after Indonesia declared its independence, sanctions are still 
inapplicable. By their very nature, sanctions engender or exacerbate 
interpersonal conflict, a condition abhorrent to most Indonesians, and 
particularly so to the Javanese, Part of this abhorrence stems from 
strongly felt, mystical fears of retribution, The network of vertical and 
horizontal connections and personal loyalties within the bureaucracy is so 
pervasive (and so often semi-concealed) that office heads can never be 
certain that their own positions will not be jeopardized if they levy sanc- 
tions against their subordinates, All of these factors effectively deny 
the use of administrative sanctions to bureaucratic heads who are search- 
ing for strategies to raise subordinate compliance levels, 


Incentives 


Salaries. Indonesian public officials have been among the most poor-. 
ly paid in the world--even when salaries are reviewed in relation to the 
cost of living. Most of them receive incomes which cover no more than 
half their monthly expenditures, a fact which led one provincial official to 
comment that the government pays him for 10 days of work every month 
and he subsidizes the government for the remaining time. The roots of 
this situation are many, but one is decidedly historical; the early policies 
of the Dutch East India Company set low salaries to prevent their commer- 
cial profits from being eaten up by the expenses of administration, The de- 
cision to establish a salaried, native bureaucracy in the early nineteenth 
century turned out to be hardly more generous. After independence a com- 
bination of factors served to depress and hold down the real value of gov- 
ernment salaries: an economic downturn accompanied by high rates of 
inflation, plus the politically inspired rapid growth of the bureaucracy, 
foreclosed the possibility of meaningful salary increases. There were 


increasing numbers of people to pay, but less money with which to pay 
them, 


Table 1 illustrates the gap between basic government salaries and 
minimal monthly rupiah requirements of various groups of provincial 
civil servants in early 1970. These figures include official salary supple- 
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ments in rupiah, which may have run as high as 100 percent for higher 
officialg, and show that, practically speaking, there was not an official 

at any level who could live by his government income alone, Official in- 
come amounted to approximately half the essential minimal monthly needs, 
half the amount officials considered a basic survival figure at that time. 
Actual monthly expenditures, probably a more accurate indicator of per- 
ceived needs, ran somewhat higher but cannot be precisely determined, 
More than anything else, these figures reflect the burdensome effects which 
inflation had on salaried government officials between 1958 and 1968, In 
most of these years the annual rate of inflation was about 100 percent, with 
a 1966 peak of 650 percent, Although there have been almost annual salary 
increases in recent years, compensation levels still lag far behind price 
increases. While the data presented in Table 1 are not as "hard" as one 
mizht wish, they do illuminate the dilemma faced by government officials 
who are compelled to find additional sources of income, 


In terms of bureaucratic productivity, the inability to reward outstand- 
ing performance with meaningful salary advances is almost as important 
as the fact that salaries are so low to begin with, Longevity increases, 
which are applicable annually, average about US$ 0.50 per month, and while 
performance increases are possible in theory they suffer two serious short- 


TABLE 1 


RESPONSES BY ECONOMIC PLANNERS AND THREE LEVELS OF OFFICIALS TO THE 
Quisnoxn, How Mucn Moxey Do You Nerep (rhe Very Misimat AMOUNT) 
EACH MostvH TO FULHILE THe BASIC Netbs OF YOU AND YouR FAMILY 
(SUCH AS Foop, CLOTHING, [LOUSING, TRANSPORTATION, AND MEDICINE)? 





Respondents’ 
Estimates of Average Basic 
Number of Average Monthly 
Respondents Monthly Needs Income 
Type of Regional Official in Sample (in Rupiah) (in Rupiah) t 





Economic planner 15,132 8,514 
Higher levei (salary grades 3 and 4).. 20,028 11,268 
Lower level (salary grade 2) 16,434 7,050 
Subdistrict officer (salary grade 2) ... 15,361 7,050 





t To show how these figures were determined, let us take the case of a single 
higher-level official. ife was a bureau head in one of the governors’ offices, had a 
university master’s degree, 10 years of government service, and a wife and five children. 
His monthly financial compensation (in rupiah) was as follows: 

Basic salary 

Implementation allowance (20% of base salary) 
“Responsibility” allowance (20% of base salary) 

Rice allowance (10 kilograms x 7 people x Rp 40) 
Wife's allowance (5° of base salary) 

Children’s allowance (2% of base salary x 5 children) .. 


Total financial compensation 
(USS$1.00 = Rp 375) 


Source: Primary data from field survey 1969-70. 
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comings: (1) they have been a procedural nightmare, requiring special 
ministerial approval] and even presidential approval in some cases; (2) 
they have been so small as to discourage anyone from pushing for them, 
As long as outstanding performance could be rewarded with maximum 
salary increments in the neighborhood of US$ 0.75 per month, most 
government executives felt that efforts to secure such advances for their 
top performers were a waste of time, They have been right of course. 


Another result of the low salary structure that bears on bureaucratic 
productivity is the degree to which it encourages "leakages of state re- 
sources, '' Findings in this study coincide with conclusions reached in 
1970 by the president's select Committee of Four, which attributed wide- 
spread corruption in government principally to low salaries. While a 
host of other factors have obvious bearing on this condition, the data pre- 
sented in Table 2 show that civil servants view minimal salary levels as 
the most important cause of present-day corruption, or resource leakage 
as we prefer to call it. It is hard to establish firmly the conclusion that 


TABLE 2 


RESPONSES OF PROVINCIAL OFFICIALS TO THE QUESTION, IN YouR Opinion, WHAT Factors Cause CorRruPTION? 
(MULTIPLE RESPONSES PERMITTED) 





Causes OF CORRUPTION AS IDENTIFIED BY REGIONAL OFFICIALS 





Generally Weak 
Civil Service Poor Administration 
Low Mental Economic and Lack No 
Salaries Altitudes Conditions of Controls Response 








PROVINCE (AnD 7) 3 . 7 ‘ 7 io. ; . No. 





West Sumatra (74)* 
South Sulawesi (125) 
Central Java (104) 





Total (303) and average % 





Source.—Primary data from field survey work, 1970. 


* These figures refer to the number of officials, high level and low level combined, in each provincial sample. Multiple responses account for 
percentages which total more than 100. 


corruption on balance detracts from bureaucratic productivity. What is, 
on its face, a loss of resources may in fact have the effect of speeding 
government business along and keeping civil servants on the job, In some 
sense, petty leakages represent unofficial compensation that permits 
bureaucrats to perform their jobs, One suspects, however, that the time 
given to arranging for, and hiding, such illicit practices cuts sharply into 
potential individual productivity. Moreover, opportunities for diverting 
resources seldom serve as incentives for organizational goal achievement, 


Salary supplements. There have been two general types of financial 
salary supplements in the Indonesian bureaucracy: those that are attached 
to particular kinds of jobs, and those that accompany extra duties which 
might be assigned to an official. In the first case, practices followed in 
the past by the ministries of finance and public works provide clear ex- 
amples. To encourage better discipline and full-time work, the Ministry 
of Finance for many years awarded a monthly premium to all of its offi- 
cials. The premium amounted to 100 percent of each official's base 
salary. The Ministry of Public Works, in a desire to see the first Five- 
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Year Plan projects progress rapidly, in 1969 attached financial "incentives" 
to each public works project in the annual development budget--amounting 
that year to about 2,5 percent of the budget. These policies are significant 
because they represent major departures from Indonesian personnel policy 
norms. Beyond that, they are instructive for showing the types of difficul- 
ties faced when personnel strategies are used to stimulate productivity. 


In the first place, these "incentive" policies were introduced cloaked in 
secrecy. Initially, no one outside the two ministries was supposed to know 
about them, probably because the cultural norm of "shared poverty" extends 
from the village subsistence economy to the national public service; a kind 
of egalitarian principle appears to make it unethical for some officials to 
receive more than other officials of equal rank, This principle also seems 
to account for the fact that every official in the Ministry of Finance received 
the same amount (100 percent of this base salary) and that these so-called 
incentives were paid out automatically, regardless of performance, The 
last point is of key importance: salary supplements were being used to 
raise overall organizational performance, but not as incentives to encourage 
outstanding individual performance, This policy minimizes intra-organization 
conflict and competition--behavior which is fundamental to most Western 
organizations but judged to be too unsettling in the Indonesian context, The 
"incentive'' scheme adopted by the Public Works Ministry was similar in 
that these supplements were not tied to performance, The size of the sup- 
plement depended on the size of the project budget and the official's own 
salary grade. He received the supplement regardless of whether or not 
the road, bridge, or port project was moving forward. 


The second general type of financial supplement is that given to officials 
who are assigned extra, nonroutine duties, This practice may constitute the 
most readily available tool which administrators have to reward performance, 
Although the practice of assigning extra duties attended by rupiah supplements 
is widespread, it is difficult to map its frequency or to measure its effect, 
Mere attendance at an interagency meeting may have merited a 1, 500-rupiah 
honorarium, or as much as an Official's weekly salary, A lecture given in 
the ministry's training academy might have brought a comparable honora- 
rium, It is frequently difficult to trace the application of these incentives 
because they often represent budget deviations which no administrative 
officer is eager to discuss. In any case, two tentative conclusions are pos- 
sible. First, this practice is much more prevalent at the central govern- 
ment level in Jakarta than it is in the regional governments, Second, 
although it may be considered a mechanism for providing financial rewards 
to those who prove themselves capable officials, it has the self-defeating 


aspect of spreading their duties so widely that they become increasingly less 
effective in their primary roles, 


Promotions, The dilemma over goals (stability versus change) is readily 
evident in the promotion policies of the civil bureaucracy, If change were 
foremost, promotion regulations would presumably be designed, first, to 
accommodate the rapid advancement of outstanding performers and, second, 
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to serve as a mechanism to encourage better performance, Conversely, if 
stability and continuity were foremost, promotions would be so structured as 
to ensure that advancement is slow and highly dependent on factors such as 
seniority. Moreover, if the danger exists that rapid promotions might pose 
a threat both to the national budget and to control of the bureaucracy by the 
country's political leaders, there is added rationale for choking off advance- 
ment possibilities. Indonesia has followed the latter course for the reasons 
suggested. In the words of a former chief of the Civil Service Office, 
"Rapid promotions are very difficult, but possible. A man cannot be pro- 
moted in rank if his job remains the same. To change his job, the minister 
himself must approve the promotion, and this happens very seldom, "' 


According to the regulations extant in 1970, an official is eligible for 
advancement in grade every 4 years, But there must be both an open posi- 
tion according to the formasi (authorized position) and an approved budget 
to cover the position, Beyond these hurdles, all officials in the two top 
grades (between 10 and 15 percent of the total civil service) have had to 
gain not only ministry approval for promotions but also that of the Civil 
Service Office. This has to be arranged for personally in Jakarta, Be- 
yond personal lobbying, it almost always requires unofficial payments to 
the Civil Service Office. The size of payment depends on an official's con- 
nections at this office and on his rank, but ordinarily it amounts to about 
half of one month's salary, 


Through a sample of 54 regional economic planners which included at 
least one respondent from each of Indonesia's 26 governors' offices, our 
study tried to isolate key variables which have had a bearing on promo- 
tions, The responses are particularly instructive for the low rating given 
to performance (see Table 3), The relatively high ranking given to personal 
connections reflects the ascriptive nature of authority in the bureaucracy, 
but the normative responses to the second question clearly serve to identify 
the more ''modern" and less ascriptive orientations of the planners, 


It might be argued that Western values are being infused into the Indone- 
sian situation by stressing the difficulties involved in promotion, but the 
evidence belies this. Interviews with 529 officials at three levels indicated 
that 73 percent thought their chances for promotion very limited at best, 
and 68 percent said they were dissatisfied with this situation, It is clear 
that promotion policies are a major source of dissatisfaction within the civil 
service. Most important, however, is the fact that promotions could not be 
used as an executive tool to stimulate performance, The regulations effec- 
tively remove them from an executive's hands and turn the responsibility for 
running a procedural obstacle course back on the individual official himself, 





Other incentives, There is a danger in concentrating too heavily on 
salary and promotion incentives. While they are normally considered the 
most effective incentives in Western industrialized societies, it is not yet 
clear how true this is for various Asian societies where social status, 
occupational security, and educational opportunities rank very high as 
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TABLE 3 


REGIONAL ECONOMIC PLANNER RESPONSES TO THE QUESTION, WITH THE PRESENT 
SYSTEM IN OPERATION IN YOUR REGION, (1) WHICH FACToRS ARE IMPORTANT 
FOR A GOVERNMENT OFFICIAL IN GAINING A PROMOTION, AND (2) WHICH 
FACTORS SHOULD BE Most IMpoRTANT AS A MEASURE FOR OBTAINING 
PROMOTIONS ? * 





(1) PRESENTLY (2) SHOULD BE 
Most IMPORTANT Most IMPORTANT 
VARIABLES AFFECTING 


CIviIL SERVICE PROMOTIONS No. 





Zz 
9 





Connections (family, political party, etc.). . 15 
Experience/years of service 10 
Education and training 

Ability (efficient/effective work) 

Loyalty to superior 

Hard work 


we 
-OOKOwwoe 





100 


wv 
> 


100 





Source.—Primary data from field survey work, 1969. 
* The data offered here are drawn from the author’s study of 54 regional economic 
planning officials carried out in August 1969. 


desired objectives. Unfortunately, these latter rewards are not readily 
divisible into quantifiable units. But it is possible to develop coarse indi- 
cators, something I have done with two different samples: higher provin- 
cial officials, and university students. 


With the understanding that incentives have been in very limited supply, 
I asked a sample of 157 executives in provincial offices to identify the kinds 
of incentives that are most needed and the kinds that are presently avail- 
able. The results indicate that salary increases were the most valued, but 
that several others were also important, Educational opportunities, access 
to government housing and vehicles, and devices to increase supplementary 
income were most prominent among these, The Indonesian government has 
long been in the housing and vehicle business, This tradition stems partly 
from Dutch colonial practices and partly from an awareness of the need to 
compensate officials for their low salaries, Roughly half of the higher- 
level sample here is provided with housing and a vehicle, As structured, 
however, these benefits have not served as performance rewards. A man 
had first to attain a position which affords these perquisites, something he 
achieves through promotions based mainly on seniority. The results of 
interviews with scores of officials confirmed the fact that these perqui- 
sites have not been regarded as available tools for the administrator who 
wants to stimulate performance, 


Interview schedules administered to 554 university students in three na- 
tional universities elicited data which tend to confirm impressions about 
the importance of social status rewards in the government service, but they 
also suggest that financial security may be a prime force directing the young 
educated elite toward government careers. An outside observer, assessing 
civil service compensation and perquisites today, might be struck by what 
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appears to be a cognitive lag among students concerning civil service 
compensation and perquisites, The perquisites afforded Indonesia's 
pre-independence bureaucratic elite are no longer valid stereotypes, 
and clearly do not apply for today's socially mobile civil-service-post 
aspirants, Still, student occupation preferences indicate that a large 
number have hopes of entering the civil service. 


If one variable, salary size, is held even, the preference for govern- 
ment service among the students is overwhelming: 73 percent of the res- 
pondents would choose government service or a profession in which 
government is the principal source of employment, 10 percent private 
enterprise, and 17 percent indicated no preference between the two. 
Reasons given for this preference were related not to economic incentives 
fourd in the government but, rather, to security factors suchas guaranteed 
employment, government pensions, and facilities like housing. Nearly 
all of those selecting private enterprise felt that faster advancement, more 
freedom, and greater responsibility were to be found in that sector. 


In summary, it seems clear that guarantees of economic security at- 
tract and hold officials in government service, Executives have seldom 
had to worry about recruiting good people for their offices or about keep- 
ing them; but when it comes to incentives that might have a bearing on 
performance, the store has been almost empty. 


Sanctions 


If performance appraisals have carried almost no weight in connection 
with salary increases and promotion incentives, they have been hardly 
more relevant as potential deprivational threats. Two factors have been 
at work here: first, national policy has been widely understood to pro- 
vide for routine salary increases and promotions, almost as an inalien- 
able right; and second, bureaucratic executives have not been expected to 
exercise freedom with regard to personnel policies, The same has been 
true in connection with the provision of housing and transportation, These 
perquisites attend the position and have also been considered to be almost 
inviolable rights. The ultimate sanction, that of firing a subordinate of- 
ficial, is almost unknown in Indonesia, A man's right to work is viewed 
as a moral principle which even the strongest or rashest of high-level 
administrators seems determined to honor, In many cases this has meant 
tolerating subordinates who seldom, if ever, appear for work, In other 
cases it has meant ignoring an official whose political activities are di- 
rectly counterproductive to organization goals, Even the mildest sanc- 
tion, that of rebuke or criticism, has been used with great restraint, 

This has been particularly true in Java, where priyayi etiquette (tradi- 
tional aristocratic manners) pervades intrabureaucratic relations, 


The only truly available sanction seems to be the practice of "exiling"' 
someone, either in fact or figuratively. Nonproductive or counterproduc- 
tive subordinates might be assigned to positions outside the organization's 





mainstream of business, Alternatively, they might be allowed to remain in 
their present positions while the flow of activity is directed around them-- 
not through them, Finally, they may simply be asked to stay at home; sal- 
aries continue to be paid, but the officials are effectively removed from the 
organization, These strategies are not available to every administrator, 
however, One Sumatran mayor, for example, bemoaned the fact that he 
could not send his problem subordinates off to some jungle outpost; there 
was no "outback" in the city. 


Strategies to Improve Performance Levels 





Of the two strategies reviewed here, incentives merit more attentionthan 
do sanctions. Sanctions are likely to be costly in one way or another, and 
their application will probably always be limited regardless of how much en- 
abling authority is provided by law. On the other hand, the current dearth 
of meaningful incentives would appear to point to high marginal returns 
wherever they can be used, The magnitude of the challenge should not be 
underestimated, however. Objective measures of performance have not yet 
been developed, and civil service achievement examinations have only re- 
cently been introduced. Although it has declined in recent years, the politi- 
cization of the bureaucracy still presents a potential threat to the achieve- 
ment of the regime's objectives, Finally, combined official and unofficial 
personnel expenditures, as a percentage of the national "routine" budget, 
are already extremely high--between 60 and 70 percent. The addition of 
new incentives might actually deny some ministries the minimum level of 
resources which they need to mount their programs, 


What options does this situation offer? It might appear that selective 
salary increases could be used, coupled with reductions in other personnel 
expenditures to finance the change. This would mean general reductions in 
personnel through an extension of the government's hiring moratorium insti- 
tuted in the late 1960s, and the early retirement of superfluous officials. 
Possibly, it could also mean reductions in those perquisites which have 
little direct bearing on performance levels--rice, vehicle, and housing 
provisions, This strategy also assumes that an effective mechanism for 
allocating the incentives can be developed such that incentive payments 


actually result in higher performance levels rather than in their merely 
being absorbed, 


This last assumption is probably the most troublesome of all. In 1970 
the government of Indonesia considered a proposal for selective salary in- 
creases and dismissed it as unworkable at the time. Government officials 
who reviewed the proposal rejected it primarily on political grounds: 
there could be no assurance that the extra funds would not be used to re- 
ward the faithful (not the performers) in bureaucratic cliques. This fear, 
while perhaps magnified by the national leaders, is nonetheless real and 
will probably persist for some time to come, Although gradual progress 
will doubtless be made in the introduction of performance incentives, it is 





probably unrealistic to expect that much zeal will attend these efforts at 
the national level in the near future, 


Under these circumstances, might not ministry and provincial execu- 
tives take the lead on an individual basis? In fact, this is being done in 
some cases, Certain ministers, governors, and district officers have 
set aside small parts of their budgets for this specific purpose, But 
the utility of such a strategy is compromised by the perceived need for 
financial control by tightly restricted, centralized budgeting. Budgets 
for central government departments and their field offices are drawn 
up at the national level, personnel incentives are disallowed in the bud- 
get; and expenditure savings in one area cannot be applied to another, 
This applies to ministry regional offices. 


Governors and district officers are in a slightly different position in 
that, as heads of semiautonomous governments, they have greater con- 
trol over their own budgets. But the provincial governments in 1970 
received about 85 percent of their budgeted revenues from the central 
government--money entirely earmarked, Thus, the bulk of each gover- 
nor's budget has been, for all intents and purposes, untouchable, In 
addition, the governors have by no means been immune to the same kind 
of political pressures found at the national level, Finally, with nearly 
all provincial governors being military officers, there has been a general 
tendency to rely on a command philosophy rather than on economic in- 
centive schemes to elicit compliance and improved performance, 


Strategies to stimulate improved performance thus face a multitude of 
obstacles, Upto now the efforts to introduce meaningful performance 
incentives have been tangled in a web of political, cultural, financial, 
and control demands, There is no obvious strategy to meet these de- 
mands, though it might be possible to try experiments within a selected 
ministry where relevant variables could be tested. Would incentive 
payments follow political cleavages? Would preferential treatment for 
selected officials seriously affront 'shared property'' norms? Would 
overall organizational effectiveness actually improve if personnel allo- 
cations were slightly increased and program funding slightly decreased? 
And finally, would financial control deteriorate and scarce resources be 
wasted if executives were permitted increased authority over their own 
budgets? We do not know: the costs of such reforms might turn out to 
be higher than the returns, 


[ Extracted from Economic Develop- 
ment and Cultural Change, Vol, 23 
No, 4, July 1975, pp. 719-38, Uni- 
versity of Chicago Press, Copy- 
right © University of Chicago. ] 








Note: The sharp growth in Indonesian oil revenues since this research 


was done has permitted greater salary increases than before; but other 
problems remain, 


ae 





Presidential Control of the 
Extended State in Latin America 


John J. Bailey 


[| Modern governments tend to grow so rapidly that their different com- 
ponents become increasingly hard for national executives to control, 
This problem has emerged in the larger countries of Latin America, 


and is examined with particular attention to conditions in Colombia and 
Mexico, | 


Contemporary politics is premised on the fact of 
an expanding, active state which pursues the material 
well-being of its populace, Everywhere the expansion 
and the growing complexity of public bureaucracy have 
given rise to the common problem of central coordina- 
tion, This is as true in the Western industrial coun- 
tries as it is in much of the Third World. It is 
certainly a significant problem in some of the larger 
countries of Latin America. The point of departure 
here is the general recognition that bureaucrats can 
structure options, force decisions, and frustrate or 
negate policies they dislike. How does it happen that 
both the legislature and chief executive wind up losing 
effective political power to those in the administrative 
sector who are supposed to be their servants ? 


The Nature of the Control Problem 





The recent historical origins of the control problem 
are due to the expansion of the government policy agen- 
da and the proliferation of interest group associations, 
The Great Depression, which undermined faith in the 
liberal conception of the market and brought govern- 
ments more directly into welfare and promotional 
activity, is the major watershed, From the 1930s 
onward, policy orthodoxy in Latin America has increas- 
ingly implied government experimentation and direct 
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involvement in the economy, Some indicators of this expansion in the 
postwar period are given in Table 1. Noteworthy in these figures are the 
quite impressive increases in government expenditures, especially in 
Brazil, Colombia, and Mexico; and the general increases in the public 
sector shares of GNP, which are especially pronounced in Brazil and 
Colombia. Argentina and Venezuela, in contrast, show declining shares 
in this regard; in both cases the decrease is froma relatively high level 
in 1950--especially in Venezuela, where oil revenues were a major factor, 


Table 1. Expansion of Government Activity 1950-70 





Index, 1950 = 100 Budget as 
(constant prices) % of GNP 
GNP Budget 





1950 100 100 
ARGENTINA 1960 137 94 
1970 208 148 


1950 100 100 
1960 175 170 
1970 312 445 


1950 100 100 
COLOMBIA 1960 158 198 
1970 263 465 


1950 100 100 
1960 130 153 
1970 200 261 


1950 100 100 
1960 166 169 
1970 370 398 


1950 100 100 
1960 176 163 
1970 294 325 


1950 100 100 
VENEZUELA 1960 204 170 
1970 357 230 





Source: U.N. Statistical Yearbooks 1954, 1964 and 1974, 





The general forms of government expansion were conditioned by efforts 
of urban middle-sector leaders to construct cross-class coalitions and 
gain control over government in order to enhance national interests and 
weaken what they had defined as traditional impediments to development, 
The reformist, progressive orientation of populist governments particularly, 
coupled with the necessity of providing employment for urban middle- and 
lower-sector followers, contributed to the rapid growth of the public bureau- 
cracy. While public employment was increasing rapidly, the structural form 
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of the state underwent a basic change, Alongside the line ministries 
sprang up a variety of new organization forms--autonomous or semi- 
autonomous agencies, public enterprises, mixed enterprises, regional 
development agencies, and development zones, There are four main 
reasons for this growth of partly autonomous agencies and enterprises: 
experimentation, effectiveness, expediency, and interest group demands, 


Experimentation, Faced with seemingly intractable problems of stimu- 
lating growth and regulating behavior, governing elites have been predisposed 
to experiment with administrative mechanisms, using public enterprise 
forms as well as forms of contracting with the private sector, Experimen- 
tation has sometimes resulted in genuine innovations (e. g., Chile's CORFO, 
Mexico's Nacional Financiera), along with much imitation in the course of 
policy diffusion throughout different countries of the region, 





Effectiveness, Given problems of inefficient performance in the line 
ministries, decentralized entities are seen to be superior because of their 
presumed flexibility in hiring and organization, and their relative indepen- 
dence from political intervention, 





Expediency (and/or necessity), The complexity of existing structures 
leads chief executives, who govern in the short run, to create new institu- 
tions to carry out immediate goals with which they are politically identified. 
This is especially true of new presidents coming in with strong promises 
they do not trust the old line agencies to fulfill. Also, foreign lending 
institutions, leery of the traditional ministries, have often tied their loans 
to the creation of decentralized agencies to administer projects. 








Interest group demands, The demands of special interest groups from 
business, agriculture and organized labor constitute a principal cause of 
the fragmentation of the public bureaucracy and the intractability of control 
over time, The populist governments of the 'thirties and 'forties sought to 
combine new forms of symbolic and material rewards to sustain group 
support. All kinds of interest groups either insisted on separate identity 
for specialized agencies they thought they could control, or tried to get new 
ones formed when existing agencies were controlled by others, Interest 
groups have thus affected the form of state expansion in Latin America, 
particularly where the proliferation of state agencies was intended to achieve, 
and was supported by, an expanded coalition, 


While the aggregate size of the state has increased, its ability for autono- 
mous action has been decreasing, James Malloy sums up the pattern: ''The 
continuing reality. . .was. . .the development of formally large and 
powerful but in practice weak states, Another factor was a kind of de facto 
disaggregation of the state, as various particularistic interest blocs ina 
sense captured relevant pieces of the state which they manipulated to their 
own benefit, '' A common fallacy should be avoided: growth in state activity 
should not be confused with increased personal power of the president, 
Rather the relationship generally has been inverse, as A, H. Brown notes 
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for 19th century England: "As a matter of fact, it was precisely because 
the government as a whole did less over a century ago that Peel, for in- 
stance, was able to do more in the way of controlling policy within the 
various departments than a modern Prime Minister could hope to attempt, "' 


Political instability, as seen in cabinet shakeups and, more dramatically, 
coups d'etat, is a recurring theme in studies on Latin America, Cabinet 
instability directly affects the president's control potential, especially in 
light of the common observation that decision-making is highly centralized 
in Latin American bureaucracies, due among other reasons to a reluctance 
to delegate authority. Certainly the removal of officials to accommodate 
political demands is a conventional means of government responsiveness, 
Yet, the symbolic sacrifice of ministers to placate demands breaks down 
the logic and mechanics of purposive government, 


Table 2 reports general trends in cabinet turnover rates in six Latin 
American republics 1956-75, with the U.S. included for comparison, In- 
teresting here are the high levels of continuity in Mexico, the secular trend 
toward greater cabinet stability over time, and an apparently greater stabi- 
lity associated with military governments--although this tendency is weak, 
While other dimensions of the control problem may be "worsening" with 
the proliferation of agencies, cabinet stability on the whole seems to be 
improving, 


Table 2. Turnover Rates of Central Government Cabinets 
of Selected American Republics, 1956-75 


Percentages of cabinet positions changing hands in four-year periods) 





Country 1956-59 1960-63 1964-67 1968-71 1972-75 Average 


Mexico 

United States 
Venezuela 
Brazil 

Chile 

Peru 
Colombia 
Argentina 


x 
x 
x 
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Source: Chiefs of State and Cabinet Ministers of the American Republics (Wash- 
ington, D.C.: Organization of American States, Office of Protocol). 





A structural characteristic of the administrative subsystem intervenes 
with particular force between a government's general policy preferences 
and concrete agency actions, Middle levels of the bureaucracy are able 
to avoid effective supervision, which leads to the paradox of centralization 
without control, Jerry Weaver comments on this for Guatemala, ''Through 
the habit of deferring decisions (or as a result of the inability of executives 
to delegate decisional competence), middle levels of the bureaucracy are 
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stripped of responsibility for their actions, Knowing that their superiors 
have little information about actual operating practices other than what 
they themselves provide, and recognizing that there are no staff manage- 
ment procedures to integrate effectively operational units through span-of- 
control techniques, the office, agency, section, or bureau is able to behave 
as if it were autonomous, In colonial Latin America the bureaucracy 
devised a formula for dealing with royal orders from Spain which conflicted 
with local interests: the contemporary condition might fairly be described 
by this ancient formula--We obey but do not execute, '' Two other factors 
have created further obstacles to political control, The unionization of 
public employees has led to demands for increased group benefits such as 
wages and job protection, and also for a greater employee role in policy- 
making. In addition, the increasing internationalization of professional 
norms and standards, and the impact of the professionalization on new 
careers, create competing claims for the loyalties of public employees. 
The most frequent manifestation of this is the alleged "tecnico-politico" 
tension (technical experts versus politicians). 


Modernization, increased state activity with the attendant proliferation 
of the public bureaucracy, fragmentation, and the emergence of a "bureau- 
cratic culture'' are long run forces that confront authoritarian and liberal- 
pluralist regimes alike. We might expect that authoritarian systems afford 
greater control potential by obtaining a de facto elite consensus on programs, 
and also because these systems will regulate interest groups' access to 
agencies and lessen the centrifugal forces competing with central control, 
Military regimes might be expected to have an enhanced capability given 
their commitment to planning and the military command discipline extended 
to civilian agencies. Conversely, we would expect more limited control 
potential in liberal-pluralist systems, in which there is greater group access 
to agency policymaking and more numerous and effective institutional checks 
On presidential power. Two cases are summarized here: Colombia is pre- 
sented as a relatively open pluralistic system, while Mexico has been charac- 
terized as one with stronger central authority. Particular attention is given 
to presidential freedom to make appointments and to reorganize the bureau- 
cracy. Planning and budgeting are emphasized as ways to institutionalize 
central control. The time frame is the mid-1960s to the present, 


The Case of Colombia 





Colombia has a presidential government, with substantial postwar exten- 
sion of activities in promotion and regulation: the central government's 
share of GNP almost doubled between 1950 and 1970, The traditional Con- 
servative and Liberal parties comprise a two-party dominant system, 
characterized by considerable intra-party factionalism and relatively weak 
national organizations, The National Front arrangements from 1958 to 
1974 established a system of "'controlled democracy, '' in which the presi- 
dency alternated between the parties, and all public offices (excluding 
military and judiciary) were divided between Liberals and Conservatives. 
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There is pronounced interest group autonomy and activity, reflecting a 
complex modern sector with dynamic and well organized business - 
industrial associations, strong labor groups, and a generally unfettered 
press. Buttressing these features is a public ideology which promotes 
individual and group freedom in the context of state supervision of the 
economy. Sustaining this emphasis is the relative autonomy of the Colom- 
bian judicial system, in which judges receive life appointments. Also 
important is the power of the Colombian congress in determining key 
appointments, such as the Comptroller General and President-designate, 


Presidential appointments constitute perhaps the principal instrument 
of presidential control, in the sense of his personal choice, given the 
various constraints listed above. As noted, the parity requirements of the 
National Front set the parameters within which presidents have made top- 
level appointments, Generally, however, both Presidents Lleras (1966-70) 
and Pastrana (1970-74) were able to select capable persons compatible with 
their policy emphases, and the partisan restrictions were not so trouble- 
some as in the preceding administration of Guillermo Leon Valencia (1960- 
64). The substantial electoral margin given Lleras in 1966 permitted him 
somewhat greater latitude on selections in comparison with Pastrana, who 
in 1970 won by a narrow margin of votes, In both parties, high-level 
appointments were designed to attract political coalitions, and had to 
accommodate regional interests as well as significant business, indus- 
trial, and labor groups. 


Administrative reorganization is fairly frequent in Colombia, The 1968 
constitutional reforms engineered by President Lleras area significant 
reference point: the national bureaucracy was "'sectoralized, '' with the 
existing ministries designated as coordinators of their sectors; the decen- 
tralized agencies and public enterprises were placed under direct control 
or "administrative tutelage'' of specific ministries, The presidency and 
ministers were made responsible for policy formulation, while the decen- 
tralized entities were limited to program implementation, [ Note: ''Presi- 
dency"' means president's staff,] This system, with its formal appearance 
of rational and effective coordination, is an orthodox arrangement in Latin 
America, one which has a number of limitations. 


It is most unlikely that the principal policy formulation bodies (Cabinet, 
National Council on Economic and Social Policy--CONPES) have sufficient 
time, information, or even inclination to oversee significant aspects of 
policy implementation, In areas of short-run crisis or of important in- 
terest group demands, it often is more convenient for such bodies to avoid 
involvement in details, even in the formulation phases of policy. The 
cabinet ministers individually experience severe problems in their roles 
as coordinators, It has been difficult for them to adopt the broader per- 
spective necessary for the concept of sector coordinators; several lack 
the necessary staff to monitor the activities of affiliated bodies; and some 
are vastly overextended, with large numbers of affiliated bodies as well 
as numberous committee assignments, Roderic Groves notes, for example, 
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that in 1971 the Minister of Agriculture belonged to some sixty-three boards 
and committees, Typically, line ministers rely on personal representatives to 
the boards of the affiliated agencies; but this method is often unsuccessful, due 
to the lesser perceived influence of the representatives and their tendency to 
adopt the perspective of the supervised agency. The arrangement is also ham- 
pered to some extent by cabinet turnover (see Table 2), which shortens the 
time each minister has to gain effective knowledge in the field and promote 
coordination, (It should be stressed that the limitations of this orthodox sys- 
tem are not unique to Colombia, but have been noted in other democratic 
governments, ) 


The Colombian Department of National Planning (DNP) has shown consi- 
derable technical advances in plan formulation since the mid-1960s, Yet 
DNP exhibits weakness in plan implementation which stems principally from 
the power of established political and economic elites who influence policy- 
making in virtually all arenas and stages of the process, Unlike the minis- 
tries and decentralized agencies, DNP lacks an external political base and 
must depend more exclusively on presidential support. Without such support, 
DNP influence relies upon its Director's political skill, Even though the 
official formula is that planning is obligatory for the public sector and indica- 
tive for the private sector, DNP's legal role is advisory, not compulsory for 
public agencies, Legally the agency coordinates the investment portion of the 
annual budget but does not influence operating expenditures; even in the form- 
ation of the investment budget DNP must negotiate with ministries and insti- 
tutes. Actual implementation of the budget is under the effective control of 


the Treasury Ministry's Director General of the Budget, a knowledgeable and 
powerful official who has held office during most of the last three National 
Front administrations, 


Similarly, general economic policy in areas such as tariffs, taxation, 
currency regulations, and banking rests largely with the president and trea- 
sury minister, Economic interest groups, then, tend to ignore DNP in these 
areas to act directly on the Presidency and Treasury Ministry. These general 
limitations shape presidential uses of planning as an instrument of coordination, 
Presidents often turn to planning when emphasizing personal short-run political 


goals, but reject DNP recommendations when too many political risks are 
involved, 


The public budget, since it is government-wide and continuous, constitutes 
another important coordination instrument for the president, The fiscal year 
format implies short-term planning through which program goals may be 
reconciled with public resources, The Treasury Ministry exercises on-going 
supervision of public agencies through the normal operations of deciding 
apportionments, opening accounts, and disbursing money, Congress's agency, 
the Comptroller, supervises daily financial transactions through preaudit and 
clearance procedures, While the Colombian budgetary system has sometimes 
been criticized, principally for its inherently inflationary bias, it appears to 
exercise adequate controls ina legal, procedural sense, over the line minis- 
tries. A shortcoming, however, has been ineffective budget controls over the 
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decentralized agencies, although the trends over the past twenty years have 
been toward the gradual strengthening of administrative capability to exer- 
cise authority, 


Since the early 1950s, a series of legal measures has established firmly 
that the decentralized agencies constitute elements of the public sector and 
are thereby required to submit their budgets to the Budget Director for con- 
gressional review, and also that the Comptroller General has the legal 
authority to approve expenditures and conduct audits. Between the princi- 
ples and their implementation, however, remain several important obstacles: 
(1) The adverse consequences of central government meddling in the daily 
operations of agencies that were created to be flexible and innovative has 
been recognized as a legitimate concern, Agencies are adept at arguing 
this position to exclude claims on agency policies and protect interest group 
access, (2) Controls by the Comptroller tend to be of a legal-procedural 
type and do not extend to judgments of the utility or convenience of expendi- 
tures. (3) By custom under the National Front, and continued in the Lopez 
administration, the Comptroller General is chosen from the opposition 
party. (4) The Comptroller's office still lacks sufficient trained personnel 
to extend control over the rapidly expanding public sector, 


There are also significant situational constraints on the use of the bud- 
get as a control instrument, Colombia's close integration with the Western 
economies directly affects government income and spending. Fluctuations 
in international markets for its exports and imports are amplified domesti- 
cally, so that revenues are difficult to predict and spending must be adjust- 
ed periodically within the fiscal year, This leads to the necessity of ''rep- 
etitive budgeting, '' in which the president and treasury minister readjust 
outlays in light of changed circumstances, The decentralized agencies 
which are not financed directly through ministerial transfer payments are 
less affected by these fluctuations, but those which rely on earmarked por- 
tions of the budget may be forced at times to cut back on operations or find 
alternative sources of money, Repetitive budgeting limits the potential for 
positive controls by the president, since in times of public resource scar- 
city the ability to forge a strategy requires a greater amount of redistribu- 
tion among agencies; the president often lacks the resource slack to meet 


fixed commitments while attempting to free money for programs of his own 
choice, 


In sum, a number of political constraints and administrative features of 
the Colombian public service effectively limit presidential control of the 


bureaucracy. Many of these relate to the relative openness of Colombian 
politics, 


The Case of Mexico 





Generally, the Mexican case reveals an extended and complex public 
sector in which many elements enjoy substantial autonomy from central 
coordination, Certainly the Mexican presidency exercises considerable 
influence, as we shall see, but typically this is felt in selected areas of 
short-run priority and at the point when policy guidelines are formulated, 
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Vast areas of public policy escape close scrutiny, and the critical phases of 
policy implementation usually are delegated to public agencies, Yet some of 
the macrosystem features are favorable to presidential control, The ability 
of the Institutional Revolutionary Party (PRI) to "neutralize" or "co-opt" the 
organized lower class (peasants and labor) and middle class (popular sector) 
has contributed, among many factors, to the remarkable regime stability, 
with the PRI winning all presidential and gubernatorial elections for over 50 
years, This stability, in turn, is related to impressive degrees of personnel 
continuity in higher echelons of the administration, (see Table 2), Stability 
and continuity may facilitate policy coordination, due to shared experiences 


among leaders, but they do not necessarily enhance presidential control over 
bureaucracy, 


Patrimonial rule, that is, state provision of goods and services through 
client networks to individuals and groups in exchange for political support, 
contributes to the predilection in Mexico to disaggregate or fragment policy 
to the extent possible, Disaggregation and decentralization facilitate the pat- 
ronage system, but they render presidential control over the details of policy 
more unlikely. Thus, the system permits important distinctions between 
"ins'' and "outs, '' but it does not enhance central control over distributions 
among those included. Based on scattered case material, it does seem that 
Mexican professional and producer groups are less visibly aggressive or 
successful in colonizing the public bureaucracy than in Colombia. But the 
success of the Mexican government in stimulating economic growth since the 
1940s rests on its accommodation to producer groups, and this is reflected 
in the access which individual firms enjoy to public sector ministries and 
parastatal agencies. 


Influenced by its Revolution, Mexico has developed a stronger statist tra- 
dition than Colombia; this is particularly notable in Mexico's greater propen- 
sity to utilize public enterprise as a development and welfare instrument 
somewhat more in direct competition with private enterprise. Although the 
central government budget as a percentage of GNP is lower and more stable 
in Mexico than in Colombia (see Table 1), the absolute size of the Federal 
bureaucracy, both in numbers of personnel and of agencies, is much larger, 
Also, it seems that a greater degree of decision initiative rests with the 
Mexican presidency. Nevertheless, the lines of communication and control 
between private sector groups and public agencies are not well understood, 
and the effective autonomy of the public sector is conditioned at a minimum 
by shared policy orientations between public officials and private groups 
(e.g., Labor Ministry and unions; Bank of Mexico and investors), It does 
seem apparent that the president rules not arbitrarily, but by carefully 
building alliances with support groups in the various policy areas, 


Commentators on Mexican politics have emphasized the importance of 
camarillas, that is, informal alliances of leaders and followers. Presidents 
cannot be reelected after serving a six-year term, which creates significant 
personnel movement with the advent of each new President, The uncertainty 
created by these transitions places power in the presidency. Yet the camar- 
illas persist over time, that is, members of the same factional cliques con- 
tinue to hold high offices. Important in presidential selections is recognizing 
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ing former presidents' followers; ministerial appointees in turn negotiate 
directly with the president on the choices of their principal aides, In other 
words, while the president enjoys full appointment power, the process is in 


practice characterized by consultation with various factional leaders of the 
governing elite. 


Two major trends mark the recent development of the Mexican federal 
bureaucracy: the rapid proliferation of parastatal agencies, starting with 
President Cardenas; and significant steps since 1958 to improve overhead 
coordination and strengthen the presidency. The time periods of Table 3 
do not coincide precisely with presidential terms, but one can note the rapid 
expansion of state activity under Cardenas (1934-40) and Miguel Aleman 
(1946-52); then it increased markedly under Ruiz Cortines (1952-58) and 
Lopez Mateos (1958-64), The rate of expansion was somewhat lower under 
Diaz Ordaz (1964-70), but soared throughout Echeverria's government 
(1970-76), Along with the accelerated expansion with Echeverria came a 
shift in emphasis, from education and infrastructure development to a 
greater focus on agriculture, welfare, and export promotion, The public 
enterprise was the preferred organizational form; in some cases public 
enterprises acquired firms from the private sector and then confronted 
central authorities with faits accomplis., To be stressed is that Mexican 
presidents since Cardenas have relied primarily on expansion rather than 
reorganization to implement their priorities, A substantial reorganization, 


however, is being implemented by the present government of José Lopez 
Portillo. 





Interagency coordinating committees are a universal response to ad- 
ministrative complexity, and Mexico has relied heavily, and unsuccessfully, 
on these in recent years, The syndrome is familiar: as the size of the 
committees grew, their capacity to coordinate declined; with decline in 
efficacy, ministers came to rely on subordinates to represent agency 
interests, which further weakened the committees, As a consequence, 
the coordinating committees tended to become more peripheral to the 
substance of policy coordination and served more as information exchanges, 
Central coordination then required a stronger presidential involvement, 


The Ministry of the Presidency was created in 1958 during Adolfo Lopez 
Mateo's government specifically to improve central coordination over the 
national bureaucracy. In its original conception, Presidency was to have 
significant powers in national planning and budgeting; but these ideas pre- 
sented a threat to Treasury and the business community, which were suc- 
cessful in reducing the new agency's jurisdiction. For the first few years, 
Presidency was a small staff agency, limited to discrete projects assigned 
to it by the president, and it was not viewed as powerful in policy formula- 
tion, Over time, however, Presidency assumed greater importance, due 
in part to the quality of staff it attracted and the presidential ambitions of 
those who headed it, The major sectors of Presidency were concerned 
with improved management, emphasizing coordination through planning 
and budgeting. Presumably, Treasury was concerned with the details of 
budget formation while Presidency concentrated on overall coordination-- 
an awkward distinction at best; by general agreement Treasury was the 





Table 3. Creation of Decentralized Agencies and 
Public Enterprises: Mexico, 1917-1972 


Period Public Decentralized Total 
Enterprises Agencies 
1917-21 2 2 
1921-30 8 10 
1930-33 6 6 
1934-40 29 39 
1940-45 37 51 
1945-50 30 50 
1950-59 65 101 
1960-70 105 132 
1970-Nov. '72 fo 28 
Total 295 419 


Late 1975 Total 1,019 











Sources: Alejandro Carrillo Castro, La reforma administrativa en Mexico 
(Insituto de Administracion Publica, 1973), cited in Savinon, ''Public Ad- 
ministration, Its Reform and Control: Brazil and Mexico Since 1964, "' 
Appendix D. Maria Guadalupe Acevedo de Silva, "Crisis del desarrollismo 
y transformacion del aparato estatal: Mexico 1970-1975", Revista Mexicana 
de Ciencias Politicas y Sociales, 21:82 (oct, -dic., 1975), p. 154. 











senior partner, More recently Presidency undertook national-state co- 
ordination through the creation of regional programming units. 


Initiatives for central coordination were intensified in 1965 with the 
creation in Presidency of the Commission on Public Administration (later 
named the General Directorate for Administrative Studies), The Com- 
mission developed a series of wide-ranging initiatives to improve administra- 
tive management and to upgrade central coordination, Its studies are 
significant not only in delineating the principal problems in national admini- 
stration, but also in charting a strategy of implementation, Its initial 
report was completed in 1967, and a general report--describing progress 
in implementation--was published in 1974, That Mexico's current presi- 
dent, Lopez Portillo, supervised the Commission's work while Undersecre- 
tary at Presidency, suggests serious attention to implementation, He has 
appointed Commission members as Ministers of Communications, Treasury, 
Planning and Programming, and Commerce, and another member as special 
presidential assistant to oversee the reform implementation. 


Prior to the most recent reforms, Mexico's national level organiza- 
tional arrangements to supervise parastatal agencies were somewhat dis- 
tinctive. Beginning in 1958, the Ministry of National Assets (SEPANAL), 
was charged with operating control over all decentralized agencies and 
public corporations in which the government held financial interests. 
SEPANAL functionaries subsequently were assigned to the boards of these 
entities to facilitate coordination, By 1974 some 70 agencies were covered 
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under this arrangement, The organizational scheme, then, involved a 
tripartite arrangement whereby Treasury exercised fiscal control, Presi- 
dency coordinated overall planning and assessed economic performance, 
and SEPANAL was charged with operational control, Coordination was 
handled through an interagency Public Expenditures Committee, which 
formulated plans for presidential review, 


Under the 1977 reforms, Mexico is moving toward more orthodox 
sectoral coordinators, Significantly, the sectoral coordinators are to 
exercise budget control (with a few exceptions) over the affiliated bodies. 
The pre-eminent role of Treasury has been challenged somewhat, with 
the removal of budgeting to a new planning ministry, SEPANAL continues 
its pivotal role as coordinator, with the largest number of affiliated en- 
tities, The 1977 reorganization is significant because, for the first time 
since the massive expansion of the Mexican national bureaucracy in the 
1930s, a president appears to be emphasizing reorganization of the exist- 


ing apparatus, rather than pursuing the standard "additive" tactic of 
creating new agencies, 


Planning in Mexico has been weak in its scope, coherence, and imple- 
mentation, In a system which disallows reelection, planning has been 
employed by presidents in attempts to extend influence beyond their terms 
of office. Rather predictably, incoming presidents have jettisoned in- 
herited plans and initiated their own, Planning has been employed more 
successfully at the sectoral level, and in response to problem areas such 


as balance of payments problems arising from industrial import substitu- 
tion. More recently, long-term planning has served as a forum in which 
to frame general issues and generate public discussion about national needs, 


More pertinent to our interests is presidential influence in annual bud- 
geting, which encompasses by its nature short-term planning, The Mexi- 
can congress is effectively irrelevant to budget formulation, which is mono- 
polized by Treasury, SEPANAL and Presidency (and now the Ministry of 
Planning and Budget). There are no institutional checks on presidential 
spending authority that compare with Colombia's Comptroller General and 
possible intervention by the judiciary. While the details of the budget are 
formulated by the bureaucracy, the president personally reviews the re- 
commendations and finalizes proposals, Presidential power in more per- 
sonal terms is exercised in two ways: The Mexican budget, like the Colom- 
bian and indeed most others, expands considerably in the course of the 
fiscal years, and the president has substantial control in allocating new 
money. In addition, the category of "additional expenditures" is a specific 
fund set aside for the president's priorities, To illustrate some aspects 
of presidential influence through budgeting, a comparison of the 1966 bud- 
get with that of 1974 shows: (1) the percentage allocated to the decentral- 
ized agencies has decreased from approximately 60% to about 50%, and 
(2) the percentage allocated to "additional expenditures" increased from 
8.2% to 15.6%. This suggests a stronger personalist style of government 
under Echeverria, who used the money to fund his immediate priorities 
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in agriculture, welfare, and export-related industry and commerce (see 
Table 4), 


Table 4, Presidential Priorities Reflected in Uses of "Additional 
Expenditures'': Mexico, 1966, 1974, (Pesos in 1, 000s) 








Agency-Program 1966 1974 


CONASUPO 500, 000 807, 000 

Banco de Credito Ejidal 50, 000 1,725, 000 

Banco Agropecuario 30, 000 868, 000 

PIDER -- 1, 307, 000 

Commerce established by order 1, 000 10, 000 
of President 

Industries established by order 1, 000 1,990, 000 
of President 

To importers & exporters by order 1, 000 3,500, 000 
of President 





Source: Adalberto Savinon Diez de Sollano, "Exploratory Study in Mexican 
Government: Budgets and Institution Building, 1964-1974, '' (unpublished 
ms., 1975), p. 6. 


While presidential power is demonstrably greater in the Mexican case 
than in Colombia, any conclusions in regard to central coordination are 
rather more complex, There are fewer institutional checks on presidential 
power, and nothing on a par with Colombia's congress, comptroller, or 
judiciary; policymaking in Mexico is clearly the preserve of the presidency 
and national bureaucracy, The strengths of the Mexican president in policy 
coordination are seen in his greater control over public expenditures, by 
his control of the PRI apparatus, and the more elaborate presidential bureau- 
cracy. However, there appear to be constraints on the scope of presidential 
appointment, Concerning interest groups: descriptions of the nature of 
Mexican interest politics seem heavily influenced by different analysts' 
emphases, My own assessment is that limitations on interest group access 
to bureaucracy seem to apply more to lower class interests: it is probable 
that access of producer and professional interests to public agencies acts 
to dilute presidential control, 


[ Extracted from an unpublished paper 
presented to a meeting of the American 
Society for Public Administration, At- 
lanta, Georgia, March 30 - April 2, 1977. ] 
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DISPLAY OF GOLD BARS AND 
GOLD NUGGETS, VALUE 
APPROXIMATELY $1 MILLION 
(Photo: U.S, Treasury Department) 





Recent Developments in the 
Role of Monetary Gold 


John R, Borthwick 


[ The IMF has decided to sell off some of its gold at the currently high 
market prices, and to use the profits to create a "trust fund" for lend- 
ing to relatively poor countries for meeting deficits in their balance of 
payments. This is the latest ina series of developments affecting the 
position of gold as an international reserve asset, as described here, ] 


The decision by members of the International 
Monetary Fund (IMF) at the meeting in Jamaica in 
January, 1976 to establish a trust fund for the bene- 
fit of the poorest countries, financed by the sale of 
IMF gold, was the second attempt in recent history 
to tie measures for reforming the liquidity base of 
the world monetary system to the goal of increasing 
the flow of real resources from the developed to the 
developing world, The first such attempt was the 
so-called 'SDR-Link", a proposal whereby develop- 
ing countries were to receive preferential shares of 
allocations of Special Drawing Rights (SDRs) for the 
purpose of assisting them in their development ef- 
forts [see Development Digest, April 1973, page 48]. 
However, despite a long and persistent campaign to 
establish the Link, all SDR allocations to date have 
been made strictly on the basis of IMF quotas, The 
rapid progress of the trust fund arrangements (from 
conception to reality within one year) was partly a 
result of the developing countries' failure to get the 
"SDR-Link, '' However, the trust fund's evolution 
was also the product of a unique combination of fac- 
tors including bloc politics, the current international 
monetary situation, the direction of monetary reform, 
and the balance-of-payments problems of the poorest 
nations, 





Mr. Borthwick is with the South 
Asia Programs Department, 
World Bank, Washington, D.C. 





This paper opens with a description of the mechanics of the trust fund 
and gold sale arrangements, The remainder of the paper briefly reviews 
the history of gold in the international monetary system and the negotiations 
leading up to the trust fund agreement, and attempts to assess its effects. 


The Gold Sale and Trust Fund Arrangements 





The following arrangements were made regarding gold held by the IMF: 


1) The restitution of one-sixth of the Fund's gold (25 million ozs, ) 
to all members at the current official price in proportion to 
IMF quotas, (Restitution means selling gold back to the coun- 
tries which had contributed it to IMF in return for currencies. ) 


The sale of one-sixth of the Fund's gold (25 million ozs.) at 
market prices for the benefit of developing countries, Since 
market prices are higher than official prices at which it was 
acquired, such sales will yield a profit. The profits on that 
part of the gold whose ownership is directly attributable to 
"developing countries" will be returned durectly to them, 

The remainder will be put into a trust fund which will be used 


to assist the poorest countries in reducing balance-of-payments 
deficits. 


In essence these arrangements mean that of the reduction in IMF gold, 
the developing countries will receive all of that gold which they owned, 
while the developed countries will receive only part of the value of their 
gold with the rest going towards the trust fund, Although it is reducing 
its gold stock, the Fund will be maintaining its current reserve position 
by restituting gold back to members at the official price (about $42 per 
ounce) and obtaining its equivalent in hard currencies, on the one hand; 
and retaining hard currency equal in value to the official price on all gold 
that is sold at market prices on the other, The profits realized for the 
trust fund are the difference between the $42 official price and the price 


realized in sales which may be something like $120 an ounce, depending 
on the market, 


The arrangements distinguish three categories of countries. By "de- 
veloping countries'' are meant all 98 or so members of the IMF that are 
not ''developed''--European, North American, Australia, New Zealand, 
Japan and South Africa, These developing countries will receive directly 
the profits the IMF realizes in the sale of their gold that the IMF holds. 
Of these countries, only those with 1973 per capita incomes of SDR 300 
(about U.S. $350) or less will be considered eligible to draw from the 


trust fund, This currently amounts to 60 countries, and includes all the 
MSAs and "least developed, '' 


The gold sales were scheduled to begin in April 1976 and be held every 
few months over the next four years, These sales are expected to net 
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some $400-500 million for the trust fund in 1976, IMF quotas will de- 
termine how these proceeds will be made available to individual Fund 
members. Of the profits realized in the gold sales, the percentage 
share of any one country will equal the percentage its quota constitutes 
of the sum of quotas of all countries eligible to draw on the trust fund. 
As quotas are largely determined by GNP there is no guarantee that 
this distribution will reflect actual need. Quick calculations show, for 
instance, that Bangladesh's expected 1975 balance-of-payments deficit 
was five times that of Pakistan, a country of similar population, yet 
under quota distribution it would receive only 53% of the trust fund pro- 
ceeds available to Pakistan, However, the distribution on the basis of 
quotas does alleviate the bias favoring small countries in so many aid 


distribution schemes, India, for instance, would be eligible for about 
20% of the trust fund proceeds. 


The terms of these loans from the trust fund are expected to be 
modelled after those of World Bank IDA loans--40-year grace and repay- 
ment period and a low annual service charge. However, there is a 
strong feeling at the IMF that the loans will eventually be converted into 


grants. In either case, they represent a highly concessional form of 
assistance, 


Although the Jamaica meetings produced agreement in principle, 
many of the technical details are still under negotiation, Figure 1 shows 
how the gold sales are planned, with an estimate of the distribution of 


benefits to all parties concerned, Benefits that would accrue to develop- 
ing countries' gold under the label ''LDC Restitution from Sales, "' 


A Recent Monetary History of Gold 





Although most aspects of the present gold problem can be traced back 
to the Bretton Woods system and its operation, several events farther 
back in history are important, The signing of the Gold Reserve Act by 
President Roosevelt on January 30, 1934 had an important effect on the 
subsequent evolution of the international monetary system, Takenas a 
measure to combat the depression, it raised the price at which the 
United States was willing to buy and sell gold from $20.67 to $35.00 per 
ounce, In the face of this pressure, the European Gold Bloc (formed in 
1933 to keep the existing gold-currency parities intact) slowly disinte- 
grated as members lost gold to the United States. They were forced to 
devalue their currencies relative to gold as well, and to impose con- 
trols on capital movements. The price increase also stimulated the 
mining of new gold and encouraged the sale of privately held gold. One 
consequence of the Gold Reserve Act was that by late 1936 the U.S. 
gold stock was nearly triple the amount held in early 1934, 





IMF gold stock 


150 million ounces 


THE STRUCTURE OF THE IMF GOLD SALES 





Sold over the —— 
nezt four years 
50 million otnces 


Sold in future 


Restituted to all 
IMF members at 
the official price 


25 million ounces 


Sold on the open 
gold market 


25 million ounces 


Restituted to the 98 

developing countries 

at the official price 
7.5 million ounces 


Restituted to the de- 
veloped countries at 
the official price * 
17.5 miilion o:nces 





Net profits towards all 


,98 developing countries 


7.5 million ounces 


Net Profits towards a 
trust fund to benefit 


years? the 60 least-devcloped 
160 million ounces 17.5 million ounces 








Net Value of Arrangements to: 60 Least Developed 38 More Developed Industrial Developed 
the Trust Fund $1400 million $ -- $ = 


General Restitution 258 ™ 345 million 1400 million 
LDC Restitution from sales a 345 As -- 

$1916 million $ 790 million $ 1400 million 
® 
An alternate system is being discussed under which the developed countries would pay the IMF the 


market price for their restituted gold, with the proceeds going towards all LDC's. This would 
change the value of the arrangements markedly: 


Net Value of Arrangements to: 
the Trust Fund 
General Restitution 858 2 
LDC Restitution from sales 258 . 
$2516 million 


60 Least Developed 





38 More Developed 


$1490 million $ -- 
1145 million 
” 


Industrial Develop 
$ 


—3435_ 
$1490 million 


Note: Market price of gold assumed $122.22/oz. 
Possible revaluation effects of existing gold stocks not considered. 


The second important event in the reshaping of the international 
monetary system was the Second World War, The United States served 
as supplier to the allied forces, and through these sales continued to 
increase its gold holdings, to the point where by the end of the war it 
owned 75 percent of the world's monetary gold. Partly for this reason, 
but more significantly by escaping the physical destruction of Europe 
and Japan, the United States emerged from the war as by far the 
strongest economy in the world: over half the world's manufacturing 
took place in the U.S,, and it supplied one-third of the world's exports. 


By virtue of its pre-eminent economic and political position, the 
United States, together with Great Britain, was able to play a domi- 
nant role in the restructuring of the ruined international monetary 
system at the Bretton Woods meetings. Several important lessons 
had emerged from the Great Depression and were incorporated into 
the new system, The first was a recognition of the right of each govern- 
ment to pursue policies designed to achieve high employment, There 





was also a strong preference in the light of depression experience 
for fixed exchange rates as a source of stability in international 
trade. It was realized that gold, despite its inconveniences, still 
commanded the confidence of public and private officials and hence 
still had a useful role to play as a primary reserve asset, Finally, 
it was realized that it was necessary to create an international forum 
(the IMF) to co-ordinate governments' policies and guarantee the 
orderly operation of the international monetary system, From the 
outset it was assumed that to ensure stability, voting and representa- 
tion would not be along purely democratic lines, but rather would be 
apportioned according to economic power and involvement in inter- 
national financial transactions, 


Two aspects of the Bretton Woods Agreements, which established 
the IMF in 1947, turned out to be of great significance. The first was 
the agreement that members would hold their exchange rates to within 
1.0 percent of the IMF-assigned parity value. Exchange rate changes 
would be permitted only if the IMF determined that there was a "funda- 
mental disequilibrium'"'--a condition never clearly defined, The 
second was the agreement by the United States to underwrite the sys- 
tem by continuing to buy and sell gold at $35.00 per ounce. This made 
U.S. dollars literally as good as gold, or vice versa. 


By being the strongest and most widely accepted currency, the 
U.S. dollar took on the role of the so-called key currency. All other 


currencies were expressed in terms of dollars; nations intervened 

in the exchange markets with dollars in order to defend their exchange 
rates; and the dollar became the principal reserve asset, Like gold, 
it was a relatively stable source of purchasing power (U.S. inflation 
was lower than Europe's) but, unlike gold, dollar reserve assets 
could be held in an interest-bearing form, Since the U.S. guaranteed 
convertibility into gold, most countries were more than content to 
hold their reserves in U.S. dollars. Consequently the demand for 
additional international liquidity could only be met (apart from slow 
additions to gold stocks) through United States balance-of-payments 
deficits. The United States did have such deficits throughout the 
1950s, providing the recovering European economies with the liquidity 
they needed. By 1958 or so, European economies had recovered suf- 


ficiently, and had acquired sufficient reserves that exchange-controls 
could be lifted. 


However, United States balance-of-payments deficits persisted 
and its trading partners continued to accumulate dollars, The United 
States refused to acknowledge that the dollar was overvalued, stating 
instead that its deficits were of a transient nature; and its trading 
partners had neither the power nor any genuine desire to force the 
United States to settle in gold. In retrospect, this probably did con- 
stitute a case of ''fundamental disequilibrium" that would have called 





for American devaluation and/or trading partners' revaluation, But 
neither was feasible for political reasons. The United States believed 
that, as having the key currency, it was obligated to eschew devalua- 
tion; also, that if it tried to devalue against gold its trading partners 
would have followed suit, i.e., devalued by the same percentage, On 
their part, the Europeans and Japanese resisted revaluation (upward 
valuation) because of the deflationary effects such an action would 
have had on their recovering economies. As long as the ratio of out- 
standing dollar liabilities to the U.S, gold stock was less than or 
close to one, and the U.S. continued to honor its obligation to sell 
gold, they were content to accumulate interest-bearing dollar- 
denominated assets, 


However, the expansionary domestic policies and the Vietnam 
buildup which the U.S. government pursued in the mid-1960's in- 
creased U.S. imports and inflation. By the late 1960's the rate of 
accumulation of dollars overseas had greatly accelerated. Official 
monetary authorities began to lose confidence in the convertibility 
of the dollar into gold, As the following table shows, world reserves 
grew slowly until about 1970 when they mushroomed, while the under- 
lying stock of gold barely grew at all. 


Table l,. 


WORLD MONETARY RESERVES 1950-1975 (in U.S, $ millions) 





(1) (2) 


Year Total Reserves Gold Reserves 








1950 48695 35490 72.9% 
1955 54296 37620 69.3% 
1960 60285 38030 63.1% 
1965 _ 70520 41855 59.4% 
1970 93210 36983 39.7% 
1971 131501 38976 29.6% 
1972 159028 38643 24.3% 
1973 185664 42946 23.1% 
1974 220652 43524 19.7% 
1975 227737 41568 18.3% 





Source; IMF, International Financial Statistics, various 
issues, 





This loss of official confidence was compounded by private fears 
that the U.S. dollar was overvalued relative to major European cur- 





rencies and the Japanese yen, and that devaluation was imminent, 
The speculative rush on the dollar was self-fulfilling and on August 
15, 1971, after several smaller European countries had tried to con- 
vert dollars into gold, President Nixon suspended convertibility and 
called for currency realignments, Asa result, the dollar was de- 
valued 8 percent relative to gold (from $35 to $38 per ounce), while 
major trading currencies were revalued against the dollar by about 
12 percent, The bands around parity were also widened from one 
percent to 2 1/4 percent on either side of parity. However, these 
measures proved inadequate and, in early 1973, speculation once 
again exerted tremendous downward pressure on the U.S. dollar. 
Again, major currency realignments took place with the U.S. dollar 
being devalued to $42.22 per ounce of gold, and other currencies re- 
valuing. The major European countries and the Japanese decided to 


float their currencies against the U.S, dollar, a condition that still 
holds. 


No discussion of the downfall of the Bretton Woods system would be 
complete without special reference to two gold crises that occurred 
in the 1960's. The first occurred on October 20, 1960 when the open 
market price for gold jumped to over $40 per ounce, having never 
exceeded $35.15 previously. This was widely viewed as a reflection 
of declining dollar strength; but the U.S. Treasury reaffirmed its 
willingness to sell gold on the open market to maintain the $35 price 
and ensure monetary stability. To this end, a gold pool was established 
to buy and sell gold on the market to maintain the $35 price, This ar- 
rangement performed satisfactorily until 1967 when the gold pool had to 
sell $1,580 million worth of monetary gold to maintain the $35 price. 
The year before sales had amounted to only $45 million, This was not 
only drawing on international liquidity, but in countries where private 
gold ownership was permitted it was having monetary effects similar 
to domestic open-market bond sales. On March 14, 1968 the London 
Gold Pool suspended operations and a "'two tier'' gold market was estab- 
lished. Central banks agreed not to buy or sell gold at market prices, 
but would continue to exchange gold among themselves at $35 an ounce 
while letting the private market determine its own price, However, 
official gold stocks could not increase under these arrangements, as 
producers chose to sell at higher prices on the private market, And 
in practice, the central banks proved reluctant to exchange gold among 
themselves at prices below the market price. Combined with increas- 
ing U.S. reluctance to deplete its gold stock by selling gold, this meant 
that for all intents and purposes gold had already ceased to play an 
active role in international monetary transactions by 1968, 


Monetary Reform 1968-1976 





The first step towards monetary reform was actuality taken in 1968 
at the Annual Meeting of the IMF, held at Rio de Janeiro, Here it was 
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decided to create a new international monetary asset, the Special 
Drawing Right (SDR), However, so few were created, and its poten- 
tial role was so limited that it could not prevent the 1971 financial 
crisis. The present move toward reform now calls for strengthening 
the SDR and making it the principal reserve asset, 


Following the Smithsonian agreement of December 1971, it became 
obvious that the international monetary system as it existed prior to 
1971 could and should not be recreated, and that the time for major 
reform had come, The Governors of the IMF therefore created the 
Committee of Reform of the International Monetary System and Related 
Issues, or as it came to be known, the Committee of Twenty, charged 
with determining the nature of the needed reform, The committee set 
itself the task of preparing the general framework of the reformed 
system that would satisfy the needs of the next decades by July 31, 
1974. However, by late 1973 it had become apparent that the massive 
reform this committee had envisioned could not be implemented under 
prevailing economic conditions, First, the widespread inflation at 
widely differing rates in the industrial world, together with massive 
international capital movements, had made a system of fixed exchange 
rates unmanageable, The second disruption was the abrupt tripling 
of oil prices that suddenly made the enormous dollar reserves which 
the Europeans and Japanese had accumulated no longer seem sucha 
pressing issue for reform, In its final report, the Outline of Reform, 
the Committee not only proposed an eventual reformed system, but 
also made a proposal for intermediate steps that should be taken to 
begin an "evolutionary process of reform and to help meet the current 
problems facing both developed and developing countries, '' and urged 


that other action in this field should also be consistent with the prin- 
ciples of reform, 





At the 1974 Annual Meeting, the members of the IMF failed to agree 
on large-scale action for massive reform, but agreed to pursue the 
evolutionary reform process the outgoing Committee of Twenty had 
suggested. To this end they created the Interim Committee of the 
Board of Governors, By January 1976 this committee had met five 
times and achieved considerable success in implementing reform, 
The Interim Committee's first task was to reach agreement ona 
package of reform issues that included new arrangements towards 
reducing the role of gold, revising IMF quotas, and settling the ques- 
tion of the exchange rate regime, Arrangements were such that no 
individual part of the package could be implemented until the package 
as a whole had been agreed upon, 


Evolution of the January, 1976 Gold Agreements 





The proposal to establish a trust fund at the IMF for the benefit of 
the poorest countries appears to have first been made by the United 
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States in November 1974. At this time a fund of about $2 billion was 
envisioned, financed by voluntary contributions by those member coun- 
tries in a position to do so, Although the developing countries desired 
balance of payments assistance, they expressed concern over the ade- 
quacy of the proposed means of financing the fund, and its possible nega- 
tive implications for the 'SDR-Link, '' The developing countries' posi- 
tion on this matter was outlined in a January 14, 1975 communique of 
the Group of 24, (The Group of 24 is the caucus of the developing coun- 
tries within the Interim Committee. The Group of 10 is made up of the 
wealthy industrial countries,) This communique expressed strong 


doubts about the proposal, but indicated a willingness to study it along 
with other proposals. 


Regarding gold, the Interim Committee's task was to work towards 
the Committee of Twenty's goal of reducing its role in the international 
monetary system, In January 1975 it agreed to eliminate the use of 
gold in transactions with the IMF, and to abolish the official gold price. 
However, problems arose in deciding what to do with the 150 million 
ounces of gold the IMF held in members' quotas, As members' views 
on the fate of this gold was largely a function of their views on the role 


of gold as a monetary asset in general, a look at their respective posi- 
tions is in order, 


The European countries have the most conservative views on gold, 
While all agree that its role will ultimately decline, most of them had 
worked hard during the 1950's and 1960's to accumulate gold and are in 
no great hurry to eliminate it, particularly when gold's being phased 
out might mean a return to the dollar's position as the dominant reserve 
asset, Some, like France, also believe that the trust and confidence 
which gold embodies, and the pressure which its loss imposes on deficit 
countries, are desirable to retain. Moreover, they believe the world 
is not yet unified to the point where the threat of conflict is so reduced 
that gold would be rendered obsolete, 


The United States takes a less extreme view. Owning one-fourth of 
the world's monetary gold, the United States has a potentially strong in- 
terest in retaining it as a primary reserve asset. However, it chooses 
to emphasize that gold is an inefficient, antiquated, and unreliable form 
of liquidity in the modern world, and should be phased out, 


The developing countries take the most radical views on gold. They 
call for the rapid decline in the roles of gold and reserve currencies, 
and the promotion of the SDR (which in turn could lead to the establish- 
ment of the desired "'SDR-Link"'), To this end, they also call for a sub- 
stitution account at the IMF where members could exchange gold for 
SDRs; the IMF would then slowly sell this gold on the private market. 
However, the developing countries' chief disinterest in gold stems from 
the fact that they own less than 10% of the world's monetary gold. And 





Table 2 


DISTRIBUTICN OF OFFICIAL GOLD RESERVES 
(Nov. 1975, in US $ million) 











(1) (2) (2) Percent of 
Total Gold As Percent World's 
Nations Reserves Reserves of (1) Monetary Gold 





Developed 138,942 37,994 27.0% 91.4% 


of which 

United States 16,252 11,194 68.9% 
Great Britain 5,630 855 15.2% 
France 12,219 4,113 33.7% 
Germany 34,316 4,792 15.3% 
Belgium Davee 1,718 29.8% 
Italy 5,241 3,361 64.1% 
The Netherlands 7,049 ¢ Ay Fs 31.7% 
Switzerland 8,186 3,390 41.4% 
Japan 12,958 860 6.6% 
Caneda 5,414 895 16.5% 
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Develcping 85,025 3,556 4.2% 
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World- 223,568 41,573 18.6% 100.0% 





SOURCE: IMF, International Financial Statistics, February 1976. 





As Table 2 shows, the Europeans' position on the other side of the 
question can be explained in much the same terms, 


Between the January and June 1975 meetings of the Interim Commit- 
tee, the United States devised a solution to the IMF gold question that it 
felt was not only in the interest of reform, but also addressed the needs 
of the poorest countries, The IMF would slowly sell off its gold hold- 
ings, with the profits going to developing countries via the trust fund, 
This arrangement was unacceptable to all the Europeans who had origin- 
ally envisioned that this gold would be returned to the original owners, 

In early June the Group of 24 met and produced a communique indicating 
an apparent easing of their opposition since January to proposals con- 
cerning gold. No longer were the gold arrangements mentioned in the 
context of the 'SDR-Link"; they merely ‘reaffirmed their support for the 
early establishment of the Link between the allocation of SDR's and devel- 
opment finance, '' But they still called for a trust fund financed by uni- 
versal subscription by all countries with a capacity to contribute, and gold 
arrangements ". . . consistent with the Articles of Agreement and de- 
signed to reduce the role of gold and strengthen that of the SDR,'"' They 
had found no proposals acceptable to developing nations. 
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The June meetings nevertheless achieved significant progress toward 
agreement on the gold issue, although several major points remained 
unresolved including arrangements concerning gold transactions be- 
tween monetary authorities and collaboration with the Fund on gold 
matters; and the appropriate exchange-rate regime was still in dispute, 
Concerning gold, it was agreed that "one part would be sold to all mem- 
bers in proportion to their present quotas, and another part would be 
sold at market prices, either to member countries or in the market, 
with the object of using profits to henefit developing countries in various 
ways, including the establishment of a trust fund. '' This solution was a 
compromise between the United States and the developing countries on 
the one hand, and the Europeans on the other, The developing countries 
were evidently persuaded to support the agreement by the promise of 
the trust fund. 


At this stage it appeared to the developing countries and the United 
States as if the Europeans were trying to reinstall gold at the center 
of the international monetary system, since by abolishing the official 
price of gold they were free to value their gold stocks at the market 
price, This revaluation would make them much more willing to use 
gold in international settlements, contrary to. the mutually declared 
goal of phasing gold out. The chief concern of the developing countries 
was over the effects the revaluation of nationally held gold stocks would 
have--not so much the fact that the distribution of reserves by book 
value would be further distorted, but rather the adverse implications 
this massive increase in liquidity might have for future SDR allocations 
and for the prospects for the "SDR-Link, '' There was also concern 
that the developed countries might use this enormous increase in 
liquidity to draw real resources from the developing world, whereas 
the ''SDR-Link" was to transfer real resources from the developed 
to the developing world. By holding more gold initially, the developed 
nations received seignorage (i.e., the creation of legal money) similar 
to that which the preferential allocation of SDR's would have given to 
the developing countries. The absence of safeguards to prevent this 
kind of resource transfer was the principal obstacle to mutually 
acceptable gold arrangements, 


The next meeting of the Interim Committee was held just prior to 
the Fund's Annual Meeting in September 1975. Major breakthroughs 
were achieved in the gold and quota negotiations, and only unsettled 
exchange rate arrangements prevented adoption of the complete pack- 
age, The United States and the developing countries were able to 
impose safeguards that would effectively freeze the gold stocks of the 
Group of 10 members vis a vis the developing countries. These safe- 
guards included: 1) no action to peg the price of gold by members of 
the Group of 10; 2) agreement not to increase the total stock of gold 
in the hands of the IMF and the Group of 10; and 3) the existing agree- 
ment not to buy or sell gold in the private market. However, the 





Europeans seem to have got their way by having the option to terminate 
adherence to the agreements after two years, 


Allowing the price of gold to fluctuate with the market means that the 
price at which gold is exchanged among central banks will be very vola- 
tile, since it is largely determined by private speculation. This price 
uncertainty will make central banks reluctant to part with gold when they 
perceive the price as being below normal (or low) and equally reluctant 
to accept it when the price is above normal (or high), Furthermore, 
restrictions 2 and 3 above ensure that the Group of 10 countries have 
little scope for using gold except in transactions among themselves, i.e., 
they cannot increase their gold stocks by demanding gold from developing 
countries to settle deficits or by buying it in the market, And, of course, 
countries are never forced to settle surpluses in gold--the developing 


countries do not have to accept gold from the developed unless they so 
desire, 


The above provisions would appear airtight for the first two years were 
it not for the ambiguous role the Bank for International Settlements (BIS) 
is to play. The BIS is owned by the Western European central banks and 
functions as a central bank for these central banks. The BIS is expected 
to be one of the principal buyers of IMF gold, ostensibly to stabilize the 
price and ensure that the trust fund realizes its goals. But the gold the 
BIS would buy in these auctions would be added to its monetary stocks -- 
gold it would not be able to use unless its European owners (central 
banks) had a future monetary role for gold in mind, One therefore sus- 
pects the BIS will be buying gold on behalf of the European central banks, 
In fact, there is nothing in the agreements to prevent the BIS from buying 


gold for direct resale to European central banks, thus simply channeling 
IMF gold into Europe, 


The developing countries' immediate reaction to the gold agreements 
was mixed, One group, including Afghanistan, Bangladesh, Taiwan, and 
Bolivia (for 20 Latin American countries) praised the decision to estab- 
lish the gold-sale financed trust fund, while others, including India, be- 
lieved that most of the benefits would accrue to the developed countries in 
the form of revalued nationally-held gold stocks, Most Europeans ex- 
pressed less extreme opinions, The Dutch Finance Minister, for instance, 
thought the “outcome justifies the sacrifices that have been made on all 
sides. '' However, with time, the developing countries appear to have 
realized the potential impact of the agreements and, prior to the January 
1976 meeting of the Interim Committee, the Group of 24 issued a com- 
munique expressing ''strong dissatisfaction with the fact that those pro- 
posed arrangements would grossly distort the distribution of international 
liquidity at the expense of developing countries, and undermine the posi- 
tion of the SDR," This strong dissatisfaction was probably instrumental 
in the recent move to have gold restituted to developed countries at the 


market rather than the official price, with the difference being distributed 
among developing countries, 





The Jamaica meetings of January 1976 resulted in the adoption of 
the entire package of reform (U.S. -French differences on flexible 
exchange rates having been reconciled at the November 1975 Rambou- 
illet economic summit meetings), Under the arrangements agreed 
upon, floating exchange rates would be legalized but with the objec- 
tive of returning to "stable but adjustable" rates when international 
economic conditions permitted, as determined by the IMF, French 
agreement to what was essentially the U.S. position on exchange rates 
was at least partially due to U.S, acceptance of France's intention to 
carry its gold stock at the market price once the Interim Committee 
had reached complete agreement on the package of reform issues, 


The Implications of the Gold Agreements 





As indicated above, the developing countries were principally con- 
cerned that the gold agreements could result in the creation of massive 
world liquidity if the industrialized countries revalued their monetary 
gold stocks at the market price, If this revaluation took place, total 
world liquidity would jump from some $227 billion currently to over 
$300 billion instantaneously--the industrialized countries' increase 
being from $122 billion to $191 billion, This increase, the developing 
countries argue, would create an unfavorable environment for moving 
towards the Committee of Twenty's goals of increasing the role of the 
SDR, reducing the role of gold, making the distribution of international 
reserves less skewed, and increasing the flow of real resources to the 
developing countries. If the past has taught us anything about gold nego- 
tiations, it is that they are highly political and arouse strong emotions 
that tend to distract attention from the underlying economics of the situ- 
ation, But it is ultimately these underlying economic forces, rather 


than the emotions of the present, that determine the role gold will and 
will not play. 


The crux of the question as to which bloc will benefit the most would 
appear to lie in the two-year clause, The developing countries (together 
with the U.S.) have effectively ensured that the Group of 10's gold stocks 
will remain frozen relative to themselves for the next two years (although 
not necessarily frozen within the Group of 10), This would imply that 
the Group of 10 liquidity has not increased vis a vis the developing coun- 
tries, but rather only among themselves. And the Group of 10 countries 
may well prove reluctant to settle in gold among themselves if its price 
is allowed to fluctuate with the market, Together, these two points 
would imply that, even though the book value of gold may increase, in 
effect no new liquidity has yet been created. Hence, as long as the exis- 
ting agreements are renewed, developing countries' fears of a gold-link 
that would draw real resources out of developing countries have little 
substance, The developing countries also fear that increasing the book 
value of monetary gold will harm the SDR creation process, This argu- 
ment is valid only as long as new SDR allocations were going to be made 





in the first place, and there are strong indications to suggest that these 
would not have been forthcoming. The excessive levels to which world 
liquidity had grown in the years until 1973 and the 1974-75 world-wide 
recession had left the strongest members of the IMF feeling that new 
SDR allocations were not needed. 


If the arrangements are not renewed in 1978, however, and the Euro- 
peans do in fact attempt to make gold the principal settlement asset 
again, then are the developing countries’ concerns still warranted? Here, 
close examination suggests that while technically they may have grounds 
for some concern, the realities of the current economic situation tend to 
dilute them, Regarding new SDR allocations, there is reason to believe 
they are unlikely in the near future [see next article]. The thrust of the 
developing nations' concern must then shift to the issue of whether the 
developed countries will, by design or otherwise, extract real resources 
from them by reinstating gold as an active reserve asset, But countries 
do not literally pay one another in gold; central banks enter to settle im- 
balances that have occurred in trade and financial transactions between 
private parties in the two countries (or other public parties), This is 
important, because it means that in practice the developed countries can- 
not make the gold-link work, If the developing countries choose to hold 
reserve currencies, as they usually do, the developed countries will 
never get the opportunity to pay them the gold at e. g. $120 an ounce (which 
had cost them only $35 per ounce), Settlement in gold is no longer part of 
the IMF Articles of Agreement to which all members have pledged to ad- 


here, so the developing countries are under no obligation to settle in gold. 
In any case the developing countries are more liable to be running deficits 
vis a vis the developed than balance of payments surpluses, 


The one conceivable means by which developing countries could be 
harmed would be if developed countries pursued more liberal balances of 
payments policies as a result of their revalued gold stocks, and if such 
measures were to turn the terms of trade against developing countries. 
But this is unlikely: the relatively inelastic demand for developing country 


exports is highly likely to result in improvement rather than deterioration 
of their terms of trade. 


With market gold prices some three times the official price, most coun- 
tries have been unwilling to settle in gold for a number of years, Even if 
some countries tried to re-establish the gold standard, their attempts 
would probably fail, As was pointed out earlier, with the market price as 
volatile as it is in the face of speculation countries could still be reluctant 
to use gold widely in settlements. Gold would fail to represent the stable 
store of purchasing power vis a vis the currencies in which it is expressed, 
as the most desirable reserve assets do, If some countries tried to stabi- 
lize the price of gold to enhance its attractiveness for settlement purposes, 
they would probably suffer the same fate as the London gold pool, If they 
set the price too low, pegging would prove extremely expensive as they 





lost gold to speculators who thrive when the lower price of gold is 
maintained, Similarly if they set the price too high, they could end 

up with too much gold relative to currencies in their portfolios, The 
number of countries that would conceivably be interested in pegging 

the price of gold again is very small, and would definitely not include 
the United States which has declared it would never support such efforts; 


no international economic arrangements would prove viable without 
United States support, 


Finally, the developing countries can find comfort in history. In 
every era when the international monetary system has supposedly been 
based on gold, one currency has emerged as the strongest and has 
slowly replaced gold in the role of a reserve asset, The reasons for 
this have been convenience and economic efficiency (gold does not earn 
interest) and that supplies of monetary have not kept pace with liquidity 
needs, There is every reason to believe that this would happen again 
were there any attempt to reinstate gold at the center of the system, 
particularly if the price of gold were free to move with the market, 
The only uses for gold that the author can currently envision are pas- 
sive ones, such as its use as a guarantee in inter-central bank loans 
(which the Europeans are already doing). Another more traditional 
use is as a medium of exchange in wartime; but given the probable 
nature of the next world war, gold would appear to have little use even 
then, 


Conclusion 





The trust fund is expected to provide some $400-500 million yearly in 
balance-of-payments assistance for the next four years (but depending 
upon what happens to the remainder of the IMF gold, perhaps up to 
24 years). In 1975, this would have amounted to about 4% of total 
DAC official aid and would have covered only 22% of the projected 
collective balance-of-payments deficit of 29 of the MSA's (about half 
the eligible countries, but including the Indian subcontinent), Although 
this will hardly solve their collective deficit problems, it is not an 
insignificant amount of assistance when one considers that it is com- 
pletely untied and highly concessional, This is, of course, assuming 
that other assistance is not reduced as a result of the trust fund. 


Compromise is the essence of international negotiation--for every 
benefit obtained, something had to be given up. Developing countries 
perceive two potential costs: a setback for the 'SDR-Link;'' and an 
instantaneous increase in developed country wealth in revalued gold 
stocks that could potentially be converted into developing country 
resources, Regarding the 'SDR-Link, "' this study concluded that new 
SDR allocations of any sort are unlikely; in any case, an agreement on 





preferential allocations of SDR's to developing countries still faces strong 
opposition, What will happen after four years is difficult to predict, but 
there is no reason to assume that by accepting the trust fund today they 
have sacrificed the "SDR-Link" at that time. 


The effects of revalued gold stocks are more difficult to assess, I 
personally think the chances of realization of the developing countries' 
fears of losing resources as a result of revaluation are very slim; but 
the enormous stakes the developed countries have in their gold stocks 
suggest that one should not take these objections lightly. Yet there is 
some question that the Europeans will in fact try to effectuate sucha 
resource transfer process which, as I have argued, could be resisted, 


In the longer run, the trust fund and gold sales by IMF could be 
regarded as having achieved a step in the direction of demonetizing 
gold that was made acceptable (by negotiation) to the large holders of 
that asset, Whether, in fact, these gold arrangements will turn out to 
represent effective reform in the direction the Committee of Twenty 
called for may be questioned. To many, they appear as just another 
patchwork attempt at solving currently pressing problems of a basically 
unsound international monetary system, Only with the future course of 
the movement toward reform can this question be answered, 


[ Extracted from "The IMF Gold 

Sale and Trust Fund Arrangements, " 
Discussion Paper No. 67, Research 
Program in Development Studies, 
Princeton University, Princeton, 
New Jersey, September 1976. ] 





The Adequacy of World Reserves 


William R, Cline 


[ International reserves are needed by governments to finance deficits 
which may occur in their balance of payments. In the 1960s the growth 
of traditional reserves was thought to have fallen behind the need for 
them; so the IMF began to issue a new reserve asset, the Special 
Drawing Rights (SDRs). This article argues that the increases in 
other reserve assets in the 1970s have been so great that the creation 
of additional SDRs is unlikely in the next few years. | 


Any evaluation of the recent changes in the inter- 
national monetary system must include an assess- 
ment of the present adequacy of world reserves, and 
the likelihood that additional SDRs will be created 
during the next few years. 


Influence of Flexible Exchange Rates 





Traditionally, fixed exchange rates have been con- 
sidered to require more reserves than flexible rates, 
Fluctuations in the balance of payments would be taken 
care of by compensatory exchange rate adjustments 
under a flexible regime, whereas they involve tempor- 
ary swings in reserve holdings under a fixed regime. 
With flexible rates, fundamental disequilibria would be 
more promptly corrected, because the correct changes 
in price signals to exporters and importers would 
Occur more quickly than under fixed rates held constant 
for too long. However, ina system of floating rates 
managed by monetary authorities, governments still 
intervene to "lean against the wind" in an effort to 
maintain the exchange rates close to perceived long- 
run equilibrium levels, so that they need reserves to 
intervene when necessary. Nevertheless, with no 
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commitment to maintain a target exchange rate at all costs, the amount of 
reserves required under flexible rates ought to be reduced. If managed, 
flexible exchange rates are generally adopted, there should be a decline in 
the requirements for world reserves. 


A recent theoretical analysis by John H. Makin concludes that the elasti- 
city of demand for precautionary reserves with respect to the width of the 
"band" allowed for fluctuation around a central rate is between -0.3 and -0.5, 
That is, an increase of the width of the band by 10 percent (for example) 
permits a reduction of between 3 percent and 5 percent in the level of re- 
serves, This result indicates that reserve needs are highly sensitive to 
increased flexibility. Using the conservative end of this range (elasticity 
of -0,3) it is instructive to consider the implied reduction in the need for 
reserves based on experience with floating to date. Before 1973, the bands 
of fluctuation allowed by the International Monetary Fund were 2 1/4 percent 
on each side of the central rates (an increase over the one percent band 
prior to 1972). During the period of floating rates since 1973, three major 
countries have in practice maintained their effective exchange rates within 
the following bands (either by intervention or because of market forces): 
Germany, 3 percent; France, 7 percent; United States, 6 percent. From 
a base of 2 1/4 percent, these wider bands under "floating rates'' imply the 
following percentage reductions in required precautionary reserves: 
Germany, 10 percent; France, 63 percent; United States, 50 percent, 
Although these figures are merely illustrative, they suggest that the theo- 
retically justified level for world reserves should have declined by substan- 
tial proportions under the new regime of floating rates. 


Although most economists would probably agree that a move to flexible 
exchange rates should reduce reserve needs (but not necessarily by the 
magnitudes computed above), this opinion is not unanimous, One argument, 
primarily relevant to the developing countries, is that countries attempting 
to peg their currencies to those of industrial countries might require larger 
reserves if the rates of industrial countries were floating than if they were 
fixed. Movements in the "'center'' country's exchange rate vis-a-vis third 
countries could be inappropriate for the developing country pegging its 
exchange rate to that of the center country. There are other arguments for 
increased needs of world reserves after a move to flexible rates. But the 
majority view--that reserve needs should decline--seems the more valid, 
which suggests that total world reserve requirements under the present 
regime of floating should be lower than they were under the fixed-rate 
regime before 1973. 


Gold Prices 





The London market price of gold rose from $39.90 an ounce at the end of 
June 1971 to $144.00 an ounce in mid-1974, while the official price moved 
only from $35,00 an ounce to $42.22 an ounce, To evaluate the adequacy of 
world reserves it is therefore fundamental to decide whether the official 





or market price should be used in evaluating gold reserves, Using the 
official price, total world reserves of gold stood at $43 billion in mid- 
1974; at the market price, their value was $147 billion. The difference 
was more than 50 percent of total official world reserves in mid-1974 
($203 billion), If the market gold price is the relevant valuation, the 
reasonable conclusion is that world reserves are excessive rather than 
scarce, and that there is no need to create more SDRs, 


There is no doubt that the proper price for evaluating gold reserves 
should be above the official price of $42,22 an ounce, and indeed the 
IMF Interim Committee on the International Monetary System agreed 
on August 31, 1975, to abolish the official price. The same agreement 
eliminated the restriction that had prohibited central banks from making 
transactions in gold at prices other than the official price; it committed 
the participants to refrain from pegging the price of gold; and the Group 
of Ten participants in the agreement agreed that the total stock of gold 
held by the IMF and by themselves would not be increased, 


Even before the Interim Committee's agreement on changes in the 
treatment of gold, authorities could in effect make transactions with 
other central banks at a price related to the market price by contract- 
ing loans guaranteed with gold as collateral. After the August 31, 1975 
agreement on gold it seems even more certain that the appropriate 
value for gold reserves is at a price well above the old official price. 
Central banks will be able to sell gold directly to other central banks, 
the most natural source of demand. To be sure, attempts to sell large 
amounts would risk depressing the price. Many central banks may be 
reluctant to purchase gold because of the risk involved, especially in 
view of the official commitment to abstain from pegging the price of 
gold. Nevertheless, even with a discount to allow for these factors the 
appropriate valuation of official gold reserves must be much closer to 
the market price than to the former official price of $42.22 an ounce, 

A proper economic evaluation of the supply of world reserves requires 
that gold be valued at a price somewhat below its market price but far 
above the official price, which in any case is to be abolished. 


World Reserves and the Oil Price Rise 





The precipitous rise in the price of oil in 1973-74 will undoubtedly 
swell world reserves. The increased annual current account surplus 
of the oil-exporting countries was estimated to be $60 billion in 1974, 
although the surplus was much less in 1975 and will probably decline 
still further over time as imports of the petroleum-exporting countries 
grow and as oil-consuming countries reduce their consumption and 
increase their own production of oil, The surplus could be drastically 
reduced if the cartel of the Organization of Petroleum Exporting Coun- 
tries (OPEC) broke and a steep decline occurred in the price of oil, 
although this possibility seems unlikely. 





Two steps are needed to evaluate the effect of this massive new surplus 
of OPEC members on SDR creations. The first step is to determine its 
effect on world reserves, and the second step is tg examine the likely 
response of IMF members in decisions about SDR creation given the change 
in those reserves, The oil countries' new surpluses theoretically can lead 
to increases, decreases, or no change in aggregate world reserves, There 
would be no change if the oil exporters turned their receipts into assets 
that duplicate those out of which oil-importing countries drew down their 
own reserves to pay for the oil, There could even be a decline in world 
reserves if European countries and Japan used their accumulated dollar 
balances to pay for OPEC oil, and the OPEC members then used the 
receipts to buy securities in the United States that do not qualify for 
"reserve'' status (for example, corporate stocks). The most likely result, 
however, will be a rise in world reserves nearly equaling the magnitude of 
the current account surpluses of the oil exporters. 


The increase in world reserves occurs in the following way. To pay 
for oil, a European country, for example, borrows dollars in the Euro- 
dollar market, By borrowing, the importing country avoids reducing its 
reserves, However, the exporting OPEC country deposits these dollars 
once again in the Eurodollar market, providing the financing for the loan 
in the first place--that is, "recycling. '' The European country's reserves 
do not fall, and OPEC reserves rise, The result is a net increase in 


aggregate world reserves equal to the rise in the current account surplus 
of the oil-exporting countries, 


Although in principle the oil price rise could increase or decrease 
world reserves, it is reasonable to assume from what has happened so 
far that the actual result will be to increase global reserves as tradition- 
ally measured by an amount close to the "oil deficit" of the non- OPEC 
countries, This result is the more certain because payments by the 
United States and the United Kingdom for their own oil imports directly 
increase foreign exchange reserves even if immediately placed again in 
the United States and the United Kingdom (unless placed in assets not 
having reserve status), Thus it is likely that during the next few years 
world reserves will rise by very substantial amounts which might approxi- 
mate $30 billion or more per year. In comparison with the total stock of 
world reserves, increases of this dimension would be extremely large. 


However, there is a strong case for considering OPEC reserves 
separately from those of the rest of the world. Concern about over- 
expansion of world reserves must refer to concern about inflation 
generated by the increased demand induced by expansion of the inter- 
national monetary base, Yet the OPEC reserves may be essentially 
excess reserves: sterilized, idle balances that do not lead toa rapid 
increase in purchases by the oil-exporting countries. To the extent that 
these reserves remain idle and grossly in excess of normal "working" 
amounts to cover swings in OPEC imports, they are different in economic 





effect from the reserves of the rest of the world. Therefore, it might 
be argued that they can appropriately be excluded from the calcula- 
tion of global reserves with regard to the international monetary base 
capable of provoking demand expansion, Moreover, if oil exporters' 
reserves are excluded from the world total, it may even be argued 
that reserve needs of the rest of the world are increased by the oil 
price rise, because of increased recourse to foreign borrowing and 

a resulting need to hedge against the risk of failure to obtain rollover 
of these borrowings. 


But even though OPEC reserves require separate treatment from 
other reserves, it would be fallacious to exclude them entirely in asses- 
sing global reserve availability, The oil-exporting countries may be 
divided into at least two groups--those with substantial potential for 
industrial and agricultural development and those with little potential, 
For the latter (including, perhaps, Kuwait and Abu Dhabi), an optimal 
reserve strategy would be to accumulate some target level of re- 

- serves, both to finance imports by using income from those reserves 
in addition to current oil revenue, and to provide income after the 
exhaustion of oil supplies. However, the group with developmental 
potential (for example, Iran, Venezuela, Nigeria, Indonesia, and 
perhaps Saudi Arabia) would have a very different optimal reserve 
strategy. Initially, they would accumulate reserves; but later, as 
soon as consistent with domestic "absorptive capacity" for investment 
projects, they would spend their excess reserves to import capital 


equipment and technology to build up their nonoil productive capacity. 
For this second group, reserves would follow an inverse U-shaped pat- 
tern over time--first rising but eventually falling as imports from 
domestic development began to exceed current oil revenue and to eat 
into reserves accumulated in the interim period. 


For this group of OPEC countries, which probably gain the bulk of 
oil earnings, it is inaccurate to assume a permanent immobilization 
of reserves, Instead, it is quite likely that after an interval of time 
their reserves (as well as their current export earnings) will be spent 
On imports. Therefore, their reserves must be characterized as com- 
parable to those of all other countries, After an interim period, the 
spending of reserves by this group could have an inflationary impact 
on the world economy. Essentially, the impact would be the same as 
that associated with any expansion of the same magnitude in the inter- 
national monetary base, except that in the OPEC case it would appear 
as a delayed reaction after an interim period during which idle reserve 
balances would be held. 


To recapitulate, the oil price rise has the following implications: 
global reserves are likely to rise by quite large amounts, approximately 
equal to the OPEC current account surpluses, Rapid increase in OPEC 
reserves are not immediately inflationary since these reserves are 





mainly idle, excess balances, Eventually, however, the bulk of these 
reserves will probably be spent on domestic development projects, 
causing inflationary pressure on exports from other countries, It 
follows that, although the full amount of increased OPEC reserves 
cannot accurately be included in assessing global reserve adequacy, 
neither can these reserves safely be excluded, given their implica- 
tions for future OPEC spending. Whatever the assessment of "world 
reserve adequacy" for non-OPEC countries after accounting for other 
factors, there should therefore be some additional upward shift in the 
world liquidity considered to be already available to account for the 
OPEC reserve accumulations, However, only some portion of the face 
value of these OPEC reserves should be included in the world total-- 
to adjust for the fact that a sizable portion will be held, not spent, and 
that even the remaining portion will be spent only after some years. 





Evidence on Reserve Adequacy 





World reserves have grown exceedingly rapidly in recent years, 
During the 1970-74 period, reserves grew at the following annual rates: 
18 1/2 percent, 41 percent, 21 1/2 percent, 16 percent, and 20 1/2 
percent, The very large surge in 1971 was associated with dollar 
outflows from the United States. Moreover, these growth rates value 


gold at the official price; valuation of gold at the market price would 
make them much higher, 


It may be argued that while world reserves have grown rapidly, so 
has the value of world trade, due chiefly to inflation, (This argument 
could justify a spiral inflation mechanism--namely, a rapid expansion 
in the money supply that is justified on grounds that the expansion is 
necessary to hold constant the ''real'' money supply after a period of 
inflation, but which would then lead to further inflation, ) In fact, the 
ratio of official reserves to imports actually declined for the industrial 
countries in 1974, as shown in Table l, But the "rest of the world, "' 
mainly developing countries, was enjoying a relatively high ratio of 
reserves to imports, due to reserve increase resulting from high 
commodity prices and foreign borrowing, 


If gold is valued at the market price, however, even the ratio of 
reserves to imports for the industrial countries indicates ample or 
excessive current reserves; this ratio is 37 percent, substantially 
higher than the ratio in 1971 (a year already characterized by histori- 
cally high reserve ratios). The valuation of gold at the market price 
overstates reserves but it is probably much closer to economic reality 
than valuation at the official price. 


The evidence of the 1971-74 period indicates extremely rapid reserve 
growth and a current level of adequate or ample reserves. Therefore, 





Table 1. Indicators of World Reserve Adequacy, 1971-74 


Monetary values in billions of dollars 





Item 


1971 1972 





Reserves, end of second quarter 


Industrial countries 

Oil exporters 

Rest of world 
Total 


74.2 
6.9 
24.0 


105.1 


Reserves, end of second quarter, with gold valued at market price* 
Industrial countries ; 125.7 
Oil exporters 3 10.7 
Rest of world ; 38.1 
Total ; 174.5 
Imports, CIF 
Industrial countries 281.1 
Oil exporters ‘ 15.4 
Rest of world 88.8 
Total 385.3 


Ratio of reserves to irnports with a valued at official price 

Industrial countries 0.315 0.367 

Oil exporters 0.534 0.637 

Rest of world 0.297 0.389 
Total 0.319 0.383 


Ratio of reserves to imports with gold valued at market price 
Industrial countries 0.333 0.447 
Oil exporters 0.547 0.695 
Rest of world 0.305 0.428 
Total 0.335 0.453 
Source: International Monetary Fund, /nternational Financial Statistics, April 1975. 
a. London market price of gold: 1971, $39.90; 1972, $64.50; 1973, $123.25; 1974, ‘$144. 25 (reported in 


New York Times, June 30). 
b. Estimated. 





creation of additional liquidity by the creation of new SDRs appears 
unlikely. This conclusion holds even if only the nonoil-exporting 
countries are considered, after taking into account inflation in im- 
port costs on the one hand and increases in the real economic value 
of gold reserves on the other, 


Conclusion 





It does not appear that creation of SDRs will be considered justified 
by the IMF in terms of world liquidity needs during the next few years, 
World reserve needs should be reduced because of a shift from fixed 
to floating exchange rates, Reserve growth has been extremely high 
in recent years, Reserve.ratios are high if gold is valued at or near 
the market rather than the official price, Mushrooming reserves of 





the oil-exporting countries, although different in economic impact from 
reserves of other countries because of their "idle balance" nature, 
should be taken into account at least partially in any reckoning of avail- 
able world liquidity, in view of the likely expenditure of some of these 
reserves on future domestic development programs in OPEC countries, 


[ Extracted from Chapter 4 of 
International Monetary Reform 
and the Developing Countries, 
pp. 96-107. Copyright© 1976 
by the Brookings Institution, 
Washington, D.C. ] 
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MWEA: An Irrigated Rice 
Settlement in Kenya 


Robert Chambers and Jon Moris 


[ The Mwea rice project represents a highly successful enterprise from 
the standpoint of technical agriculture, economic profitability, and ad- 
ministrative management, There are two views on how it may be judged 


in social aspects; and its methods should not be uncritically imitated in 
all situations. ] 


In recent years, the Mwea Irrigation Scheme on the 
plains south of Mt. Kenya has become internationally 
known, With the notable exception of Gezira in the 
Sudan, there are few other examples of clearly success- 
ful irrigation schemes in Africa, The Scheme offers a 
model of a highly effective production system that com- 
bines strongly centralized management with the attain- 
ment of relatively high rice yields by over two thousand 
tenant farmers year after year. The story of how the 
Mwea Plains have been developed in a single generation 
by immigrants from all sides is a lively tale. As the 
last part of central Kenya to be effectively occupied, 
the 200 square mile Mwea area has been settled by 
farmers using a variety of traditional and modern farm- 
ing systems; and, consequently, the Scheme's right to 
its territory was for a long time bitterly contested, 


Why did this Scheme, despite its initial difficulties, 
become an outstanding technical success when so many 
other irrigation schemes in East Africa have either 
failed outright or operated at a loss? The Kenya Govern- 
ment has indicated its own answer to this question, A 
former manager of the Scheme became the first General 
Manager of the National Irrigation Board in Kenya, The 
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Scheme's regulations have been written into law, first as The Trust Land 
(Irrigation Areas) Rules of 1962, and later in The Irrigation Act, 1966, 
which apply to all lands designated for irrigation in Kenya, The Scheme's 
senior African staff have been tapped to head the Board's new irrigation 
projects, while its production organization is being closely copied in these 
other schemes, These actions imply that the key ingredient in Mwea's suc- 
cess has been its managerial organization, And there can be little doubt 
that Mwea has been fortunate in having had several very capable managers, 
and that its management reports are most articulate and comprehensive, 
Over the past fifteen years, successive managers have refined the Mwea 
system until today it is a highly sophisticated instrument of production con- 
trol, replete with proven decision rules covering all aspects of production, 


This article will examine Mwea's performance from four points of view. 
First we shall take the investor's viewpoint, applying economic criteria to 
judge Mwea as a development project which has absorbed considerable re- 
sources and capital--land, water, finance, and administrative manpower-- 
in a country where these are in short supply. Next, we shall assess Mwea 
as an administrator might by comparing its record with that of similar ven- 
tures attempted in Africa. We cannot fully explain Mwea apart from tech- 
nical evaluation of its rice irrigation system, Finally, further insight is 
afforded if Mwea is analyzed sociologically as a settlement--a planned resi- 
dential organization with special social and welfare problems. 


Economic Criteria 





Financial and Fiscal Aspects, For over 15 years the Mwea project has 
consistently obtained income from the sale of its rice sufficient to cover 
the costs of production and project management, and has generated substan- 
tial surpluses in recent years, Social cost-benefit analysis from the stand- 
point of the national economy shows that, for most combinations of assump- 
tions, the decision in 1954 to go ahead with the Scheme was justified in 
terms of a positive present value, and that in the three deficit years follow- 
ing 1954 decisions to continue, the Scheme became increasingly favorable, 





From a fiscal point of view, it can be noted that Mwea was not required 
to repay the (British government-supplied) capital invested in its earlier 
stages. When the issue arose in the early 1960s, the Manager was able to 
argue that the earlier expenditure should be régarded as sunk costs since 
it had been incurred in the Emergency to serve political purposes, Some 
surpluses generated in the early 1960s were reinvested in small-scale ex- 
tensions to the Scheme, But with the German loan from Kreditanstalt fur 
Wiederaufbau it was decided that the Scheme should repay, and to raise 
funds for this purpose a levy of £1 per acre per year was deducted from 
the payout to each tenant from 1970 onwards, This action reflects a com- 
mon tendency for the stringency of repayment requirements to vary with 
the economic performance of a project, Part of the explanation for poli- 
cies also must be sought in Mwea's financial relationships with other organ- 
izations and its position within the economy as a whole, 
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Although Mwea was not directly repaying capital and interest until 
1970, and then only on a part of its investment, it was contributing very 
substantially to the revenue of other government organizations, By 
1971 the rice tax paid to Kirinyaga County Council had passed £ 24, 000 
per annum, The sum was deducted by the Management and paid over in 
a cheque each year without any collection costs to the Council, Mwea 
also contributed through the marketing and price system to the over- 
heads of the government Marketing Board; by 1968 the Rice Stabilization 
Fund, contributions to which were deducted by the Marketing Board, had 
accumulated over £460,000. Of this, £205,000 was allocated during 
1966 to 1968 to the National Irrigation Board (NIB) to establish a depre- 
ciation fund for the moveable assets of the Mwea Scheme, and this pro- 
vided much of the working capital of the Board; and the remainder pre- 
sumably stayed in general government revenue, In addition, Mwea 
enabled the NIB to continue operation of other irrigation schemes in 
Kenya which required subsidization, During the first five years of the 
NIB's operation, Mwea's contributions were providing the equivalent of 
88 percent of the NIB's grants to other schemes, The order of magni- 
tude in the late 1960s and early 1970s can be gauged from these figures 
for the 1969/70 financial year: 

£K 
Cess to Country Council 22, 740 
Contribution to Rice Stabilization Fund 38,000 
Grant to National Irrigation Board 50, 655 
Total 111,395 


As a rough estimate, the capital costs of Mwea up to mid-1970 had been 
about £1, 200,000. Had this sum been a commercial loan, and had the 
contributions to the Rice Stabilization Fund and NIB been diverted to 
capital and interest repayment, it would have been surprising if there 
had been any difficulty in repaying the loan. 


However, any economic evaluation of Mwea:‘is complicated by the 
protected rice market, On the benefit side it is unquestionable that 
Mwea rice has substituted for imports and saved foreign exchange, But 
the costs are substantial. The restriction on rice imports, when com- 
bined with the administratively determined margin between producer 
and retail prices, creates and preserves conditions in which other or- 
ganizations and the Government itself can extract revenue, as indeed 
they have done, Such extraction is properly regarded as a tax on the 
consumer, Moreover, given low and dropping world prices for rice, 
cheaper rice with preferable palatability could be available to the Kenya 
consumer if it could be freely ‘.nported and sold without excessive pro- 
fits to the importers, The f.0,b. Mombasa price for Thai rice in 1971 
was equivalent to 44 cents per lb,, compared witha retail ceiling price 
for grade I Kenya rice of 80 cents per lb, Even allowing generous mar- 
gins for wholesaling and retailing, the imported variety could hardly 
have failed to undercut the local rice in a free market, 


Population absorption and employment have been and are likely to re- 
main common objectives of settlement projects in tropical Africa, Any 
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rigorous attempt to calculate the population absorbed or supported by the 
Scheme would encounter problems of method and definition, Two estimates 
have been made: the first, based on the 1969 population census and some 
guesses, gives the population supported as about 17, 700 in mid-1971; the 
second, based on figures for tenants, tenant families, Scheme staff, casual 
and monthly labor, and other employment, gives an estimate for mid-197] 
of about 19,800, Since the first figure may be low through overdeduction of 
casual labor while the second figure is liable to double-counting of tenants' 
relatives who were Scheme or Mill employees, it seems reasonable to make 
an estimate between these two: our concluding best guess with rounding is 
that in mid-1971 some 19,000 people were supported. If this is correct, 


the population-supporting performance of the Scheme at that time can be 
stated as: 


1.8 persons supported per acre developed (10,652 acres harvested in 1971) 
44 persons supported per hectare developed (4, 314 ha, harvested in 1971) 
8.1 persons supported per holding (2, 338 holdings) 
£74 marginal capital cost per additional person supported in extending the 
Scheme (at £132.5 per additional acre developed), 


The employment-generation of Mwea has been evaluated by Stephen Sand- 
ford, who concludes that from a land use point of view the Scheme was much 
more economical than would have been rain-fed agriculture of the sort preva- 
lent on non-irrigation settlement schemes, From an investment point of 
view Mwea was a relatively expensive way of creating permanent employment 
compared with high-density rain-fed schemes, but it improved as it expanded 


in the 1960s; and from the point of view of the use of scarce skilled staff it 
compared surprisingly well with the rain-fed settlement scheme alternative, 


Administrative Criteria 





An administrator asked to evaluate Mwea would tend to set it within a dif- 
ferent frame of comparison from the abstract economic and fiscal aspects 
just considered (and which predominate in technical assistance evaluations 
of development projects). The administrator will want to know how it has 
performed as a settlement scheme in solving problems it was confronting, 
How does it compare against the general record of other development pro- 
jects operating under similar conditions ? Some of Mwea's strong points 
from a management standpoint are the following: 


Mechanization, On balance, the experience in Africa with government- 
initiated tractor mechanization has been negative, despite the hope of many 
policy-makers that this would prove the decisive element for the transforma- 
tion of traditional cultivation, Tanzania, Uganda, and Zambia have each had 
national programs for the importation of large numbers of tractors, intended 
for block farming or settlement schemes, Certain characteristic problems 
have emerged independently in each instance--including the rapid breakdown 
of equipment, the unavailability of spare parts, the misuse of tractors for 
private or non-farming purposes, the failure to recover cultivation costs, 
and the lack of coordination between tractor work and other farming opera- 
tions--so that all of the aforementioned programs have been either aban- 
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doned outright or sharply curtailed. An equally disappointing history of 
attempted mechanization could be documented from West Africa, On 
Mwea, to the contrary, tractor mechanization has been employed profi- 
tably. This has been done under a double handicap: 1) the inability of 
standard equipment to stand up under the heavy stresses involved in the 
puddling of the paddy fields, and 2) the limited number of operations 
(and consequently the low utilization factor) in which tractors could be 
engaged. Of course, the repetitive nature of the tractor operations and 
the freedom from the need to service other crops than rice have facili- 
tated the systematic organization of tractor use at Mwea, Equally im- 
portant, the management has resisted the temptation to mechanize all 
aspects of paddy handling. Mvwea illustrates how mechanization can be 
used astutely to complement human labor by not substituting for hand la- 
bor in those tasks that can be easily organized by the producers themselves, 


Accountability. A large part of Mwea's success in controlling mechani- 
zation stems from the management's record keeping and appraisal system. 
In this respect, Mwea differs from many other settlement schemes, 

While officially required paperwork is endemic within most ex-British 
forms of administration, it is rare to find government organizations 
which have done as much as Mwea has at their own initiative to adapt 
their accounting systems to production needs, The original government 
system of record keeping and administrative control was ill-suited to 
the needs of a large-scale production organization, At Mwea, the man- 
agement has devised its own systems for documenting most critical ele- 
ments in the production process, and these records have been frequently 
consulted in managerial decision-making. Such records have improved 
Scheme performance ina number of ways, not only in rationalizing the 
use of staff and machines, but also in attracting outside capital which 
otherwise might not have been made available. If any criticism is to 


be made, it is that more records are maintained than can be used in 
the normal operation of the Scheme, 





Stability. Mwea has had an extremely low incidence of disciplinary 
measures on the Scheme, anda low turnover among tenants, In con- 
trast, many other African settlement schemes have experienced a con- 
tinuing high rate of turnover in their membership, and sharp discontinui- 
ties in their managerial direction, In East Africa, loss of settlers has 
been a problem in the Uganda group farms and the South Busoga settle- 
ment scheme, in the early attempts at mechanization such as at Nachin- 
gweayand in many of the more recent Tanzanian schemes such as Rwam- 
koma and Mkata. In addition, the irrigation schemes at Mubuku in Uganda, 
Ishiara in Kenya, and Mbarali in Tanzania have all suffered from major 
shifts in their management and objectives. While over time the objec- 
tives of settlement at Mwea have changed, the Scheme's managerial form, 
its crop, and its settlers have remained remarkably stable since 1960, and 
have contributed jointly to the achievement year after year of relatively 
high gross tenant incomes. The Mwea record in this respect is even more 
impressive when we remember that landless people are hardly exemplary 
farmers to begin with, and that few could have had previous experience in 
rice growing. But this handicap is also a clue to Mwea's social stability, 
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since most Mwea tenants have no other place to which they could easily 
go. In all forms of land settlement, the availability of other land strongly 
affects a scheme's success in retaining its membership, 





Africanization, To Kenyans, perhaps Mwea's outstanding achieve- 
ment has been its steady replacement of expatriate staff by locally exper- 
ienced personnel, Of course, a similar trend is evidenced within the 
lower levels of all types of rural development agencies in Kenya, but not 
often in organizations as large and as technically oriented as Mwea. The 
use of Mwea as a "'seedbed" for training the managerial staff of other 
schemes has proven to have been an excellent and effective strategy. If 
what we suggest about the relationship between managerial skill and scheme 
performance is true, this may over the longer run become Mwea's most 
significant contribution to the Kenya economy. 


Some Lessons from the Settlement Experience, Comparison with other 
settlement schemes puts Mwea's performance ina favorable light, but it 
also shows that some of the Scheme's less attractive aspects have emerged 
elsewhere, For example, in irrigation schemes run by the Office du Niger 
in Mali, forced labor was also used in the early years in order to get 
settlers. Some other problems Mwea has shared with other projects are 
the following: 





Experience at Mwea has shown that a man of between 35 and 40 years 
of age, with one or more wives and adolescent children, makes the best 
tenant, Yet this is usually not the kind of person settlement schemes have 


been allowed to recruit, Younger men farming alone almost universally in 
Africa do not make good settlers--witness the widespread failure of youth 
settlement schemes; but because it is this category of the population who 

are most mobile and most likely to be landless, such young unmarried 

males form a disproportionate share of recruits to many settlement schemes, 


Settler satisfaction will be based on comparisons in real income, Settle- 
ment schemes have persistently tended to undervalue the produce which 
settlers could obtain by indigenous methods in the off-scheme areas, The 
gap in real income terms between life on and off the project is often consi- 
derably narrower than the scheme management believes, This explains 
why settlers often weigh marginal benefits (such as the diversity of tradi- 
tional foods, freedom from "being chased''--the Zande expression--and so 
forth) quite seriously in deciding whether they are satisfied with scheme 
life, It has been characteristic of the earlier schemes that their manage- 
ments knew little about the people residing within the project, Most of the 
more centralized schemes have evolved some sort of management mytho- 
logy, justifying the importance of intervention and regulation and explaining 
in its own way the incomprehensible reactions which settlers display. The 
existence of strongly divergent assessments of settlers' well-being between 
the management and scheme members is widespread, Settlers' suspicions 
about the Management's intentions often cluster around the question of money 
management, prices, and settler accounts, Settlers frequently believe they 
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are being cheated, either directly by the "Management, or indirectly 
through the scheme-controlled pricing mechanism. 


For their survival and growth, schemes are critically dependent 
upon the achievement of attractive, stable prices for their main cash 
crop(s), It is common to find that marketing arrangements get out of 
step with an expanding production program, so that marketing bottle- 
necks slow down the whole program just when settlers may be eager 
to increase their own efforts; alternatively, sudden shifts in price are 
often the cause of bitterness between settlers and management. Here 
Mwea's concentration on rice and its domination of rice marketing in 
Kenya has been a tremendous advantage for a Scheme's ‘success’ 
whatever its larger costs to the economy as a whole, 


Settlement schemes of medium or large size have a built-in tendency 
to become sovereign in their own territory. The need to provide most 
essentials for incoming settlers, and the desire to avoid competing 
claims that might interfere with the orderly scheduling of technical 
operations has caused many a scheme to take over responsibility for 
a very wide range of administrative, economic, and social functions 
in its territory, This can lead to conflicts with other arms of govern- 
ment later on, Large, centralized schemes also have persistent dif- 
ficulties arising from the dependent attitudes adopted by settlers in 
response to an authoritarian style of administration, The tendency of 
management in large schemes to become authoritarian has often been 
noted. As a consequence, it is common to find that settlers view 


themselves as a Scheme's dependants, the passive recipients of govern- 
mental action, The viability of a scheme can usually be measured 
roughly by the ease with which it can recruit new settlers, It is only 
when settlers no longer regard themselves as laborers for the Govern- 
ment, when they begin to identify with a scheme and are proud to be 
members of it, that its social success becomes secure, 


Technocratic Criteria 





In respect both to the priority it gives to agricultural performance 
criteria, and to its preference for very close supervision of tenants' 
cropping activities, Mwea shows its affinities to irrigation schemes 
elsewhere, Irrigation decisions overshadow all other aspects of life 
on Mwea, and for this reason the Scheme cannot be fully understood as 
merely another settlement scheme, From near the beginning, settle- 
ment at Mwea has been linked to an overriding technical purpose, the 
irrigated production of paddy rice. At many points in the Scheme's or- 
ganization, adjustments have been made to conform to perceived techni- 
cal imperatives, arising either from irrigation needs or from the attempt 
to coordinate cropping activities over the whole of the Scheme area, To 
its managers, Mwea is fundamentally a rice irrigation system, 


Considered purely from a technocratic viewpoint, Mwea must be 
judged a success. The roll-call of attempted irrigation schemes which 
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have eventually failed in Kenya makes sobering reading, including 
schemes at Yatta, Ishiara, Endo, Wei Wei, Taveta, Mwanda Nyika, 
Makajini, Vanga, and Lodwar. To these we might add the larger 
schemes whose early histories have not been promising, including Per- 
kerra in Kenya, Mubuku in Uganda, and Mbarali in Tanzania, In com- 
parison with these, Mwea's technical record is striking: it has consis- 
tently achieved high yields, it is financially sound, it has retained its 
membership, and it is still in operation after fifteen years of continuous 
rice production, This cannot be said of many other settlement schemes 
of any type. Until the 1960's Mwea was just one of several struggling 
irrigation schemes in Kenya, each going its own way in response to the 
particular difficulties associated with its environment and its self- 
chosen crops. Only Mwea appeared to be clearly successful, and, as 
we have seen, the Scheme Manager moved on to become the first Gen- 
eral Manager of the National Irrigation Board. He left behind him an 
accumulated body of tested decision rules which a new Manager could 
adopt with reasonable certainty that they would yield the expected out- 
put if implemented according to plan. Production decisions at Mwea 
continue to be made by reference to this growing body of decision-rules, 
which are based on actual experience in the local environment, These 
rules remove much of the ambiguity from managerial decision+making, 
They have been made more consistent and more binding over the years, 
so that today one is justified in speaking of the 'Mwea system" apart 
from the particular decisions and style of any one Manager, 


In our view, the emergence of interlocked decision-rules marks a key 
phase in the transition from a project type of organization into a fully 
fledged industrial organization, or an "agro-industrial development 
agency!'. Other smallholder crops which have made this same transi- 
tion into a more complex organization of producer services are tea and 
tobacco, and it is not accidental that these crops, too, are viewed as 
being "success stories'’, The usual explanation is that an industrial 
form of organization allows for economies of scale in common producer 
services which are not possible for the individual small-scale producer 
acting alone, While this is true, we would also emphasize the qualita- 
tive difference between the ad hoc decision-making that occurs when a 
novel scheme is being created on the ground, and the systematic applica- 
tion of an already proven system in a new setting. The first is a more 
creative, frustrating, and oft-times inefficient process of problem solv- 
ing; the second is a less demanding process of making decisions about 
when and where to apply accepted guidelines. Thus production decisions 
at Mwea are today no longer bound by an individual Manager's capabili- 
ties; they take place instead within an already organized system that has 
its own direction and momentum, With the benefit of hindsight, we can 
see that with the creation of the National Irrigation Board in 1966, Mwea 
became the nucleus for the reorganization of Kenya's scattered irrigation 
schemes into a common "irrigation industry. '' 


From a production standpoint, the most salient features of this Mwea 
system are as follows: 
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- The Settlement handles only one crop, irrigated rice, whose es- 
sential operations are all vertically interlinked within the Scheme 
and Board organization, 


- Most activities in irrigated areas are legally subject to control by 
Scheme Management. All growers are licensed by the Scheme Man- 
agement, renewable annually, and are subject to prosecution and 
eventual dismissal for failure to comply with Management orders, 


- The irrigation system excludes rotation, fallow, intercropping, 
livestock, and subsistence crops, but instead concentrates Scheme 
activities on a single crop grown once each year; tenants are allowed 


to retain a fixed and uniform amount of rice in place of a subsistence 


- Water is drawn from free flowing rivers and does not require stor- 
age; delivery is effected by gravity-fed, surface irrigation into 
standardized field units incorporating one-acre flood basins as the 
normal field size. 


- Each tenant receives the right to four one-acre irrigation units on 
entry, and is not eligible to expand this holding (by the addition of 
irregular sized "extra fields') unless it has been well managed, 


- The Scheme controls all planting materials and the supply of all 
insecticides and artificial fertilizers used in the production process, 


- The scheduling of most production operations is done centrally, 
with a clear specification of formal tasks to various specialized sub- 
units within the Scheme, 


- Field units, incorporating all of the holdings served by one water 
intake point, are managed as an entity, and are grouped into overall 
blocks of about 2,400 acres, each of which is supervised by one 
senior officer and is served by its own crop reception center, 


- The irrigation operations needed to synchronize the planting of 
paddy to fit a staggered schedule have been mechanized by the Scheme, 
which also organizes the collection, drying, and marketing of the 

crop on all tenants' behalf, 


- Separate accounts are maintained for each tenant, who is paid 
annually according to his paddy deliveries to the Scheme after the 
deduction of a 'water rate' for overhead costs that corresponds to 
the acreage of the tenant's holding. 


- The ratio of field staff to tenants is high, and there are parallel 


organizational hierarchies responsible for water control and hus- 
bandry advice. 
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- Staff at all levels are hired on contract to the National Irrigation 
Board, and are not part of the usual civil service structure, 


- Specialized functions related to irrigation policy, hydrology, 
engineering, and crop marketing are performed for the Scheme 
by the National Irrigation Board, 


- The research organization is directly under the Scheme manage- 
ment's control, and is concerned primarily with improvements in 
the existing production process, 


- The Scheme has maintained its own works organization to serve 
as the nucleus for any physical expansion of its irrigated area, 


- New tenants enter the Scheme once a year, and are recruited from 
'‘landless' individuals proposed by local Committees within the District. 


- Each incoming tenant, who may designate only one heir for his hold- 
ing, receives a uniform plot and house, built under a short-term bank 
loan arranged through the Scheme, 


- All tenants live in compact villages which have been created by the 
Scheme and which are subject to regulation under the same Rules that 
govern the irrigated holdings. There is no separate welfare adminis - 
tration structure operated by the Scheme, 


The above features are mutually consistent, They are sufficiently 
interlocked at many points that few substantive changes in the system 
could be made without requiring many consequent modifications elsewhere 
in the overall organization. Viewed as the parts of a larger mosaic, they 
portray a scheme that is predominantly oriented towards physical produc- 
tion, that embodies strongly routinized control over many aspects of life, 
and that has incurred only quite modest social overhead costs on the ten- 
ants' behalf, Mwea is very much an agronomists" scheme, The general 
aims of settlement, which have often posed the most severe managerial 
problems elsewhere in Africa, have been made to conform in this in- 
stance to the primary aim of achieving high production of irrigated rice 
from the Scheme's given territory, A similar production bias has be- 
come evident within recent years on the National Irrigation Board's other 
schemes in Kenya (at Bunyala, Ahero, and Galole). The existence of the 
Mwea model has greatly speeded the process of socializing new staff into 
an on-going management system which is common to all of the national 
schemes, Within each scheme, these decision rules make it possible to 
delegate actions to junior staff without the latter needing to understand why 
each action is necessary--a very important advantage ina large field bureau- 
cracy whose lower levels are staffed by relatively uneducated, nonprofes- 
sional personnel, The system works, and this is more than can be said of 
the other models which have been proposed to African countries for the 
management of their rural development activities. 
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Replicability of the System, Because the Mwea system appears to 
work wherever applied, there is a danger that policy-makers in Kenya 
will assume it to be the only feasible system for organizing irrigated 
production, under even quite different conditions from those at Mwea, 
We suggest that while the irrigation system does impose some con- 
straints upon what tenants might do at Mwea, these constraints are not 
the most significant reason for the emergence of an authoritarian sys- 
tem within the Scheme, More important, in our opinion, is the decision 
to combine mass surface irrigation with centrally scheduled mechaniza- 
tion of at least some of the production activities. It is the movement of 
the Scheme's small fleet of tractors from field to field over the whole of 
the Scheme area that requires tenants to be ready for rotavation on a given 
date, and that as a consequence synchronizes the production activities of 
all tenants. A further incentive to central control is the Scheme's need 
to maintain a monopoly over rice marketing in its immediate area. 





The Mwea system has been taken over as a whole into Kenya's na- 
tional organization for irrigation, and it can still be asked to what 
extent its elements will be equally effective in more demanding environ- 
ments, or with crops other than rice, Which parts of the Mwea system 
are the most likely to require modification if it is to be widely repli- 
cated elsewhere? We believe this to be a very important question, 
since it is quite clear from the features enumerated above that Mwea is 
an extremely specialized production organization, The resulting tech- 
nical efficiency is bought at a cost, the hidden vulnerability of the 
Scheme towards various risks which are associated with a permanent 
commitment to grow a single crop ina given locality. Mwea's apparent 
stability is deceptive. The Scheme's exclusive reliance on monocropping 
is accompanied by an ignorance of any alternative crop to grow on the 
black soil, A new locust invasion, another influx of Quelea birds, ora 
fresh virus disease might yet spell disaster for the Scheme's present 
production system, Similarly, it is still possible that a change in market 
conditions could undermine the Scheme's economy, particularly through 
the large-scale import of cheaper and more palatable rice. Here, how- 
ever, the Scheme enjoys the advantage of a wide margin between pro- 
ducer and retail prices, created originally by the large profits which 
private millers realized in the earlier years, leaving the option that if 
necessary the retail price of rice could be reduced without requiring an 
equally large cut in the price for paddy paid to the tenants, 


Technically, the very modest research unit which has been maintained 
at Mwea would not have been adequate if the rice crop had not proved re- 
markably disease free, In environments where crop diseases are more 
worrisome--as they are in much of tropical Africa for most irrigable 
crops--or where mixed cropping systems must be perfected, the organi- 
zation of research effort should probably take a different and more com- 
plex form from what it has on Mwea, Elsewhere in East Africa the un- 
even terrain raises the cost of irrigation structures substantially, and 
may make it impossible to achieve standardized units for basin flooding, 
or to rely solely on surface, gravity-fed water transport. Politically, 
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the Mwea production system does entail certain invisible social and politi- 
cal risks which might not be acceptable under different circumstances, The 
avoidance of a subsistence crop and the reliance on annual payments would 
not have been feasible but for the fact that the Scheme adjoins an area of 
highly commercialized maize production, Also, there is already a short- 
age of land in Kirinyaga District, and incoming tenants will have experi- 
enced a sometimes brutal introduction to the cash economy before coming 
to live on the Scheme, We cannot assume that people who are less used 

to the cash economy, who are less hard working, or who have other 
opportunities open to them will be equally eager to stay in places like 
Mwea. Nor will it always be politically feasible elsewhere to get people 
to accept voluntarily the stern discipline embodied in the Trust Land 
Rules. In sum, the Mwea system can serve in some respects as a model 
for other irrigation schemes, but its utility for replication is and should 
be limited to a fairly narrow range of circumstances. Where a protected 
market is not desirable, where alternative food supplies are not available, 
where more than one crop must be dealt with, or where there is a com- 
mitment to more ambitious goals for settlement life, other systems 
should be considered, 


Social Criteria 





‘lwo Views of Tenant Well-Being. Evaluation of tenant life is made 
difficult by the prevalence of two conflicting sets of perceptions. On the 
one hand, there are management myths: central tenets in this belief 
system are that tenants have low production costs, that they use their 
rice as their staple food, and that their net incomes are much higher than 
other farmers are obtaining outside the Scheme, The tenants are seen as 
a somewhat privileged group, better off than their neighbors, and there- 
fore willing to accept discipline, while requiring relatively limited wel- 
fare services which should be mainly their own responsibility or that of 
the County Council, The acceptance of this assessment by officials and 
outside observers has for many years effectively parried the tenants' 
demands for improvement, and has diverted attention away from the 
special health hazards of the Scheme, the problems of nutrition, and the 
question of improvements in housing and household water supply. 





In contrast, in the latter 1960's at least, tenants saw Mwea's complex 
controls and low welfare goals as a carry-over from the colonial period, 
This view was supported by their awareness of general trends in Kenya 
and in the immediate off-scheme area where a progressive farmer could 
earn incomes just as high as their own, They were keenly aware of the 
high costs of production on the Scheme in comparison to off-scheme 
farming, and they resented their inability to escape various taxes which 
off-scheme farmers routinely avoided, They wanted to know how long it 
would take to pay off the Scheme's capital cost, and they did not under- 
stand why there should be such a wide margin between the producer and 
consumer prices of rice, Finally, they compared the Management's 
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refusal to consider improving domestic water supplies on their behalf 
with the Kenya Government's supply of water individually to upstream 
farms on the same rivers that the Scheme was using. The polariza- 
tion of opinion about the relative attractiveness and quality of life on 
Mwea into these two, divergent viewpoints presents outside evaluators 
with a particularly knotty problem, While we feel that the Management's 
view is partly incorrect, this does not automatically validate the tenants' 
own grievances and wishes. One comes to very different conclusions 
depending upon whether one holds an image of Mwea as being a secure 
form of rural settlement for landless people who would have otherwise 
no permanent livelihood, or whether instead the Scheme is compared 
with the land use alternatives that exist on every side. 


Comparisons of Mwea with neighboring rural areas ignore the 
Settlement's quasi-urban character, The population densities on Mwea 
now approach urban levels. The whole population lives in compact, 
geometrically laid out villages much like those of a working class sec- 
tion in a major township, Like many urban residents, Mwea families 
were landless before coming to the Settlement; they still tend to regard 
themselves as transitory residents; they can be evicted by a bureau- 
cratic process; and they must find other means to provide a livelihood 
for most of their children. Their difficulties in obtaining cheap fuel 
and food, their consumption and investment habits, and their ready 
access to educational and health facilities are all traits more charac- 
teristic of Kenya's town life than of the more remote farming areas, 
‘there is even a strong parallel in the situations of women on the 
Scheme to those in town: both groups find that the loss of control 
over subsistence income and its attendant leverage on household de- 
cisions leaves them at a great disadvantage when dealing with the men- 


folk who hold the sole right to the family's earned cash income within 
the modern system, 


Problems such as job security, working conditions, alcoholism, 
and environmental pollution combine to impart to life on Mwea an 
urban, industrial, and proletarian character, but life carried on in 
an apparently rural setting that lacks administrative structures des- 
igned to deal with such issues, The Scheme management has been 
preoccupied with the technical aspects of rice production, The County 
Council, equipped only for rural areas and dominated by the interests 
of those living in other parts of the District, has been neither able 
nor inclined to provide quasi-urban services. The tenants, besides 
the very obvious benefits which they derive from the Scheme, have 
lost the advantages of rural living and gained some of the disadvantages 
of an urban life; and no organization has yet been able and willing to 
provide the full range of compensating services up to an urban level, 


The Management's view has been that it should not become a min- 


iature welfare state, that tenant initiative in Harambee (self-help) 
efforts to provide services (the Secondary School, the Hospital) should 
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be encouraged, and that the County Council should have responsibilities 
in matters of health. Only when the County Council had proved unable 
adequately to cope with the preventative health problems of Mwea over 
a number of years was the Management reluctantly prepared to take 
initiatives to intervene more directly to improve the situation, Over 
the issue of clean water supplies, demanded by the tenants for overa 
decade, the Management has consistently refused to become involved 

in Scheme-wide provision of water, but no other organization has shown 


AT 3 +} 


interest, With housing, there has been a gradual raising of standards 
of permanence but the houses have remained small, although larger 
houses are now an option for older-established tenants in some villages. 


Two Views on Responsibility. It can be argued that Management 
involvement in welfare would distract resources from the main produc- 
tion process on which the economy of the Settlement depends. The 
installation of water supplies by the Scheme, for example, would divert 
scarce engineers from further irrigation development, Major inter- 
vention by the Management in welfare would also be liable to transfer 
into a field which has been relatively free from controls a whole com- 
plex of regulations and restrictions which would constrain the freedom 
of the tenants and inhibit their capacity for self-help. Housing is an 
example: a more welfare-oriented management would be liable to con- 
trol housing standards more rigorously, with the result noted in some 
other settlement programs of preventing tenants from building the 
kitchens, hen coops, stores and extra rooms which they need and wish, 
Indeed, it has been where management has withdrawn controls, e.g. 
limitations on the numbers of shops, that more spontaneous develop- 
ment has benefited the tenants. Moreover, services and housing have 
to be paid for; and to provide such improvements for tenants at a high 


standard would, in effect, pre-empt their freedom to make their own 
choices, 





The opposite view is that, given the environmental risks associated 
with large-scale irrigation in Africa, the Management has an obligation 
to provide clean water and ameliorative services to tenant families. 
The Management has or could easily obtain access to the necessary 
expertise, which neither the tenants nor the County Council can call 
upon, If residence on Mwea is to be governed by already stringent 
controls over many non-agricultural activites, the degree of control 
would not be much increased by using the rules more wisely and with 
greater regard for the tenants' well-being, For example, if as at 
present uniform housing loans are to be arranged for new tenants by 
the Management, there is no sound reason why the terms of such loans 
should not be comparable to those being offered elsewhere in Kenya-- 
i.e,, ten years and not three to repay the cost of a house--and why the 
standardized plan should not be carefully reviewed to incorporate small 
but significant improvements such as a chimney or a separate kitchen 
in the cement block houses, Furthermore, it is not realistic to expect 





welfare considerations to be given their due weight when in’ each in- 
stance they require the personal intervention of the Manager himself, 
On each irrigation scheme a full-time welfare officer should be 
appointed to deal with such questions; even more important, a spe- 
cialist in welfare administration should be added to the National Irri- 
gation Board itself to insure that technical considerations do not 
override other equally important considerations in the Board's normal 
process of decision-making, 


It is obvious that the two viewpoints cannot be reconciled merely 
by acquiring better factual information. They represent divergent 
assessments about the probable impact of future actions which are 
matters of judgement, and they point towards quite distinct strategies 
for the further development of irrigation in Kenya. A main lesson 
to be learned from the Mwea experience is that an underlying tension 
over development priorities is a quite normal feature of irrigation 
policy decisions. Under East African conditions, the implementation 
of large-scale surface irrigation usually means at least some reloca- 
tion of the existing population, a heavy expenditure on the water trans- 
port system, the permanent acquisition of land rights by a central 
authority, an increase in the level of control over production activi- 
ties, and a general rise in the level of health hazards to which the 
local population is exposed. It is to be expected that different pro- 
fessionals may hold strongly divergent views concerning the extent 
to which these costs are balanced by social and economic gains to 
the population involved. 


Equity and Irrigation Policy. In terms of equity within the Scheme, 
the basic allocation of resources to tenant heads of household is egal- 
itarian, The Management's firm adherence to the Irrigation Rules 
may have had some undesirable social consequences, but it has defi- 
nitely had the positive effect of sharply inhibiting the growth of land- 
lordism by requiring that tenants remain on their holdings during 
each production cycle. Mwea has thus avoided the experience of some 
of Africa's other irrigation settlements, where landlordism has 
emerged almost automatically because of the seasonal character of 
mass irrigation, and the temptation of better farmers to hire some- 
one else to do the hard work for them, Further, the Mwea system 
does not permit certain tenants to become the owners of vast hold- 
ings much larger than their neighbors, The 1,500 or so “extra fields" 
above the 4-acre minimum are widely distributed, and have been used 
rationally by the Management as an incentive to good husbandry, The 
Scheme's policy of giving vacant holdings or places in the new sections 
to new "landless"' recruits has maintained the relatively uniform 
spread of the Settlement's economic benefits. The large differences 
that remain are the consequence of tenants' differing managerial 
skill and application, not differences in their inheritance or in the 
acquisition of the Scheme's resources, The major causes of econ- 








omic differentiation among tenant families appear to result from their 
outside activities in trading ventures, investments made with their sur- 
pluses off the Scheme, or their participation in the Cooperative. 


If the rose-colored view of tenants' well-being, emphasized by the 
Management myths, is accepted uncritically into official policy making, 
mistakes could result, An exaggerated estimate of the benefits being 
derived by Mwea tenants supported the proposal put forward by the 
Select Committee on Unemployment in 1970, and repeated in the Re- 
port of the 1972 ILO Mission, that the size of irrigated holdings should 
in the future be reduced drastically in order to settle more people, 
Acceptance of this proposal could well be disastrous to the future of 
schemes like Mwea, diminishing the existing low tenant satisfaction 
to a level at which management would be much more difficult, and de- 
liberately creating a depressed rural area. Many issues are involved, 
but the critical consideration is the future comparative levels of living 
likely to be obtained within Kenya's rural areas, In the 1960's the 
relative standards of living of tenants and their off-scheme neighbors 
shifted to considerably reduce the margin of advantage formerly en- 
joyed by the tenants, In the early 1970's, the Kenya rural economy 
appears set on steady growth; and if this growth is sustained, if the 
benefits are widely shared, if rice prices do not rise, and if the costs 
of casual labor to irrigation tenants continue to rise, then in ten years' 
time the relative attractiveness of irrigation project tenancy may appear 
much less than it does now. 


[ Extracted from Preface and Chapter P 
of Mwea, An Irrigated Rice Settlement 
in Kenya, pp. 6-7, 439-80. Copyright 
© 1973, Weltforum Verlag GmbH, 
Munich, Germany. ] 








Twenty-Four Settlement Projects 
In Latin America 


Michael Nelson 


[ A survey of experience in 24 settlement projects on new lands in 
tropical Latin America suggests that elaborately directed government 
projects in remote, unsettled areas are least likely to bring about 
dynamic and viable growth; more modest assistance to semi-directed 
or spontaneous settlements are a more promising use of resources, | 


The purpose of this survey is to examine and com- 
pare the performance of twenty-four projects in Cen- 
tral and South America (see map). The primary focus 
of all the projects is the exploitation of new land to 
generate production, employment, anda population 
shift toward tropical frontier areas, The projects 
were selected as being representative of the principal 
procedures applied in new land development since 
1950, of a range of ecological and locational situations, 
and a variety of institutional conditions, Each project 
is evaluated for the salient features that appear to 
have influenced its performance, An important cri- 
terion used in examining the projects is the stage of 
development--pioneer, consolidation, or growth--in 
the region where the various development measures 
are applied. 


Pioneer zones are primarily subsistence economies 
in which there is no labor market and a high level of 
underemployment, No urban development, utilities, 
or services exist, These zones are further character- 
ized by recent and continuing settlement; limited lands 
cleared from forest; poor housing, infrastructure, and 
access; unstable settlement; the absence of a mechan- 
ism to establish legal titles; low capitalization in agri- 


Mr. Nelson is with the Economic 
Commission for Latin America 
(ECLA), Santiago, Chile 





culture; little colonist or political organization; and little settler know- 
ledge of soil capability, climate, crops, or management practices. In 
all the cases studied the pioneer phase was associated only with directed 
government or private land settlement, In practice, however, the prin- 
cipal areas of such settlement in Latin America are spontaneously 
settled by undirected individuals, 
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1 La Joyo* Alto Beni | * 

2 Nuevo Ixcatlan * Alto Beni t1* 

3 Cihualtepec* Chapare* 

4 Lo Chontalpo* Chimore* 

5 Peten Yopocani* 

6 Bajo Aguan San Juan* 

7 Rigoberto Cobezas Okinawa* 

8 Coriori Guobira* 

9 Botoan* Filadelfia* 

10 Coto Brus Puerto Presidente 

11 Caqueta* Stroessner* 

12 Santo Domingo de Ivinheima* 

los Colorados* Parana* 

13 Puyo-Tena* Alexandre de Gusmao 

14 Valle del Upano* Glebo Arinos* 

15 Alto Moranéon Alto Turiagu 

16 Huallaga Central Guama 

17 Tingo Maria - Tocache* Tome Acu 

18 Coranavi Clevelandia 750 
Tournavista (Iparic)* Q 

\ * Projects analysed as . . ae 
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The consolidation stage may follow five to ten years after initial 
pioneer settlement, There is a general upgrading of all aspects of 
development, Land tenure may be established, and settlement is 
more stable. Settlers have less contact with their original home areas, 
and there is less abandonment of land parcels. Some consolidation of 
holdings occurs, larger crop areas per man are achieved, and market 
orientation of production increases, The colonists' knowledge of agri- 
culture suited to the zone improves as does their capacity to effectively 
use credit, Development of urban nuclei with commercial and govern- 
ment services occurs, Increased capitalization in agriculture appears 
in the form of plantation crops and livestock, a labor market forms, 
and permanent housing and infrastructure are built. Small-scale pro- 
cessing of agricultural products and saw milling is initiated, with some 
development of colonist organization or even municipal government, 





The growth phase may follow five to ten years after consolidation, 
It is marked by the development of an urban center and a major flow of 
private capital into industrial and commercial activity. The urban 
population provides a significant market for agriculture in the region, 
Settlers actively participate in a firmly established municipal govern- 
ment, Many central government services are transferred to municipal 
or private organizations, There is an improved agricultural technology, 
an accelerating demand for credit, and an increasing capital-labor ratio, 


Development measures can be classified under the following head- 
ings: directed and semidirected colonization, highways associated with 
spontaneous settlement, foreign colonization, and private land sub- 
division and settlement schemes, Often the projects do not fit neatly 
into the classification; but the categories nonetheless provide a basis 
for evaluating public policy. 


Directed colonization is usually characterized by a high degree of 
government control over colonists with respect to the size and location 
of farms, land clearing, the resale of land, the crop pattern, manage- 
ment practices, credit availability, eligibility for land, cooperative 
organization, and the settlers' contribution of time to community acti- 
vities. The project is automatically defined in terms of its geographic 
extent, the precise government investments and services provided, 
and the private investments expected, In effect, directed colonization 
is Only applied on virgin lands, i.e,, those in the pioneer stage of 
development, Throughout Latin America more than 100 such projects 
have been undertaken to open up tropical forests over the past thirty 
years, Virtually every tropical country has experimented with this 
particular approach to land development, Seven cases of directed 
colonization were examined where the principal aim was the develop- 
ment of virgin lands in totally unoccupied regions, In addition La 
Chontalpa and Bataan, which are complex resettlement projects, were 
classified as directed because of the extremely high level of govern- 
ment planning and involvement, 








Semidirected Settlement, Colonization of the semidirected type 
involves specific government investments and programs of assistance 
to spontaneous colonists in a peripheral area within a larger region 
that is in the consolidation stage of development, The specific objec- 
tive is to upgrade production and promote spontaneous colonization in 
the peripheral areas, In many instances a prime objective may be the 
elimination of minifundia (very small farms) or the rationalization of 
the subdivision and tenure system, e.g. in Tingo Maria and La Chon- 
talpa. Programs have a finite budget and time limit, and the objec- 
tives are normally specified in terms of the number of new settlers, 
the area to be developed, and the expected increase in production, 








Highways and Spontaneous Colonization. The chief problems in 
defining a program of support for spontaneous settlement are the 
specifications of the geographic boundaries and of the government ac- 
tivities to be correlated with developments in the area, Since sponta- 
neous development is more often than not attributed to a road, the 
limits of the project may be prescribed by its zone of influence-- 
usually set by physical characteristics suchas river basins, mountain 
ranges, or distance, Government services--health, credit, and exten- 
sion--are provided in response to the demand of the settlers, This is 
in contrast to directed and semidirected projects where services are 
provided principally in order to create a demand for new land, 





A widely held image of spontaneous colonization is that it is the 
most miserable form of subsistence agriculture; for this reason, its 
extension has sometimes been regarded as one of the worst forms of 
social evil, all the more so when the useless destruction of soil and 
forest resources is also anticipated. In some quarters, therefore, it 
is advocated that access, infrastructure, and services should be with- 
held, because the lack of such assistance will force abandonment of the 
lands. Three of the four spontaneous areas eximined here, however, 
demonstrate the establishment of viable agricultural and urban centers 
within a relatively dynamic regional economy. The settlers, together 
with the commercial interests that buy and sell their products, have 
achieved a degree of stability as well as sufficient political leverage 
to induce the central government to provide needed services, 


Foreign colonization may be regarded as private directed projects 
with the costs paid by groups outside the country, As far as public 
policy for new-land development is concerned, foreign colonization 
is unlikely to be a significant factor in opening up the humid tropics 
of Latin America over the next few decades. Most countries now have © 
the primary concern of utilizing their resources for the benefit of 
their own citizens, particularly the inhabitants of depressed rural 
areas, Moreover migration from Europe and Japan, formerly the 
principal sources of foreign colonists, has declined to insignificant 
proportions since 1960, A few religious groups from North America 








and Europe established settlements during the sixties, but at most these 
groups may be expected to form colonies of only 100 to 200 families-- 
too small to be of consequence to policy makers, Three projects are 
examined here, two Japanese settlements in the Santa Cruz region of 
Bolivia, and the Mennonite settlements in the Paraguayan Chaco under- 


taken by members of this religious sect originating mainly in Germany 
and Canada. 


Private Land Settlement Schemes, Consideration of the possibility 
of national private corporations playing a significant role in new-land 
development in the humid tropics may seem anomalous at a time when 
virtually all the countries of Latin America--plus international agencies -- 
are stressing the need for changes in the agrarian structure that em- 
phasize redistribution of land to give property rights to a majority of 
rural families in either individual or communal farms, The subdivision 
and the promotion of land development under private auspices may, how- 
ever, be directed toward small rather than large farms, Regardless of 
the political feasibility of such activities in the future, four cases are 
reviewed here on the assumption that some of the experiences may 
prove useful in the formulation of public policy. 





Project Success and Failure 





In this inquiry the measures of success are restricted to economic 
return, employment generation, and self-sustaining regional growth, 
The question of income distribution has been treated indirectly by as- 
suming that most of the beneficiaries of employment generation are poor 
and are made better off by the project. The characteristics of the 
twenty-four projects evaluated are summarized in Table 1. Table 2 
shows the author's judgments on the performance of the named projects. 
Since employment generation ranks high among the criteria of success, 
the primary rating has been based on evidence of dynamic rural and urban 
growth observed in these projects, as indicated by their placement in 
Table 2 in columns labelled Dynamic, Acceptable, or Poor, The projects 
have also been classified in terms of High, Medium or Low expectations 
of economic viability, i.e. of production benefits relative to costs, as 
indicated by the letters H, M and L alongside project names in Table 2, 


It is readily apparent from Table 2 that the performance of the directed 
projects is inferior to the rest, No directed colonization projects appear 
among the ‘'dynamic'' group, The nine projects classified as dynamic 
have had a major impact on employment and, to the extent that analysis 
permits using gross regional product as a measure of benefits, appear to 
have good prospects of being economically viable, In some of these, 
urban centers and employment are growing along with agriculture (and 
forestry in some cases), 
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Table 2. Performance Ranking of Twenty-four 
Tropical Land Development Projects 








Project performance 


Level of government 
participation 





Dynamic 


Acceptable 


Poor 





Directed coloniza- 
tion 


Semidirected 
colonization 


Spontaneous 
colonization 


Private subdivi- 
sion 


Santo Domingo de 
los Colorados (H) 

Puerte Presidente 
Stroessner (H) 


Caqueta (H) 
Caranavi (H) 
Puyo-Tena (H) 


Ivinheima (H) 
CMNP (H) 


Filadelfia (H) 


Nuevo Ixcatlan (L) 
Cihualtepec (L) 
La Chontalpa (L) 


Upano (H) 


Tingo Maria (M) 


La Joya (L) 
Bataan (L) 

Alto Beni l (L) 
Alto Beni Il (M) 
Chimoré (L.) 
Yapacani (M) 


Chapare (L) 


Gleba Arinus (M) 
Tournavista (1.) 


Foreign coloniza- San Juan (H) 
tion Okinawa (H) 





4See text for explanation of performance ratings 


shown in this table, 


Seven projects are classed as "acceptable. '' Since there is little 
urban development associated with the acceptable group, employment 
generation is less than in the dynamic group. The expected economic 
performance of the seven projects is highly variable. Considered in 
isolation, Nuevo Ixcatlan and Cihaultepec appear wholly uneconomic, 
but taken within the context of the La Lana-La Trinidad basin acceptable 
returns are indicated, La Chontalpa appears to have a low probability 
of being economic due to the enormous initial cash outlay and expected 
delays in the achievement of a high-valued multi-cropping system, The 


other four projects in this group are all expected to yield a satisfactory 
economic return, 


The nine projects with "poor" performance in employment generation 
have been stagnant or slow growing in relation to the massive doses of 
public or private capital applied to the respective regions, The employ- 
ment impact of projects in this group has been restricted by an inability 
to generate either peripheral spontaneous settlement or urbanization, 
La Joya, Bataan, and Tournavista are expected to show a net loss, 
Reasonable (i. e. Medium) internal rates of return (IRR) in the range of 
10-15 percent may be obtained from Alto Beni II, Yapacani, and Gleba 
Arinos, Less than 5 percent is expected from the other projects--a 
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poor showing if the opportunity cost of capital in most of the countries 
concerned is taken to be 15 percent plus, 


It must be noted that the foregoing sample is biased since no real 
failures (i, e, abandoned projects) are included. Few spheres of econ- 
omic development have a history of, or reputation for, failure to match 
that of government-sponsored colonization in humid tropical zones, 
Horror stories abound about expensive ventures that resulted in colonies 
where few if any settlers remained after several years--e.g., the first 
attempt by the Corporacion Boliviana de Fomento to colonize Yapacani 
and Cotoca in Bolivia, and the Bajo Aguan in northern Honduras. The 
jungle has also taken its toll of private investors, Among the more 
spectacular disasters is the Fordlandia project in Amazonia, In the early 
fifties, the Ford Motor Company, seeking vertical integration, took up 
about 200,000 hectares (ha) of virgin jungle land along the Amazon 700 
kilometers (km) inland. A rubber plantation of 1.6 million trees was es- 
tablished and within a decade the entire plantation was wiped out by a 
fungus disease, Undoubtedly there are many cases where spontaneous 
settlers have been forced to abandon their hard-won lands in the face of 
starvation when weed infestation, soil fertility loss, or plant and animal 
disease reduced their output, 


Factors Affecting Performance 





The negative influence of government involvement in directed coloni- 
zation has been noted, Although one might expect the natural resource 
endowment of a development area to be an overriding factor, it would be 
difficult to sustain the thesis that a settlement is doomed to failure in one 
ecological situation or bound to succeed in another, Filadelfia and Cara- 
navi reasonably could be regarded as unsuited to intensive exploitation on 
ecological grounds, but they have been relatively successful. On the 
other hand alluvial flats in the Bajo Aguan that were colonized in the fif- 
ties have been abandoned, Nonetheless the natural resource endowment 
is Obviously important when planners must deal with a fixed quantity or 
quality of capital, human resources, and administrative capability. 


Within the general context sketched above--that is, given the level of 
state direction in colonization, the stage of development at the time pro- 
grams are launched, and natural resource endowment--two factors 
appear to be crucial to success: markets with associated highway access, 
and organization for settlement, A universal assumption in land settle- 
ment ventures has been that markets exist, and that the cost of producing 
and transporting commodities to these markets will be low enough to 
yield a competitive price. This optimism has proved to be the bete noire 
of many projects, Markets are the principal bottleneck in the new-land 
development, Frequently the situation is aggravated by an inefficient or 
monopolistic marketing structure, and high-cost transport stemming 








from poorly constructed and maintained roads. In the case of La 
Chontalpa, gross output projections were scaled down by about a 
third because of market surpluses in some of the more intensive 
crops that were not foreseen when the original plan was formulated, 


The marketing problem is institutional, Market projections made 
in support of land development investment are often cursory. The 
state finds itself incapable of regulating private traders, who some- 
times exploit disorganized colonists in isolated forest frontiers--e.g., 
in Nuevo Ixcatlan. Further, the limited technical and financial capa- 
city of the government usually precludes its providing effective state 
marketing services and credit. A more balanced development of pro- 
duction and marketing is likely to evolve with spontaneous settlement, 


Practically all recorded colonization failures have been state- 
directed projects, The inadequate technical and administrative capa- 
city of government agencies has been evident in all phases of the 
process--e.g., faulty resource surveys on Chimore, inadequate mar- 
ket analysis for La Chontalpa, insufficient hydrology study for the 
Yapacani bridge, an inoperable development plan for Bataan, and in- 
effective project execution on Alto Beni l. There is little doubt that 
directed colonization has been a highly uncertain and risky venture, 
both socially and economically. It is more susceptible than most state 
programs to the vagaries of political maneuvering, discontinuity of 
effort, and poor administration, In contrast, the four semidirected 


projects examined were notable for their relatively smooth operation, 
One positive factor is the simplified administration of semidirected 
projects made possible by the virtual removal of the elements of un- 
certainty in regard to natural resources, the stability of settlement, 
the quality of management, and the economic viability of agriculture 
that characterize directed colonization in virgin areas, 


Rigidities introduced by a high level of state involvement in the 
settlement process have led to the misallocation of resources. Govern- 
ments, and to a greater extent international lending agencies, are faced 
with a dilemma. On the one hand a rigid plan that is easily audited has 
obvious advantages in situations characterized by staff and institutional 
instability. On the other hand precise plans for subdivision, produc- 
tion composition and scheduling, credit disbursement, and infrastruc- 
ture programming may be both unnecessary and undesirable because 
they may compound inflexibility for their execution. This suggests 
more emphasis on services to spontaneous settlement in the consoli- 
dation or growth stage where uncertainties are much less; or, where 
pioneer colonization is desired, on orienting programs to penetration 
roads or private subdivision schemes, In the case of spontaneous 
settlement, as the degree of government participation lessens, a signi- 
ficant portion of the capital and enterprise derives from the colonists 
themselves, For pioneer development, state participation could be 





limited to the construction of penetration highways, where the chances 
of error are much reduced, 


If a high level of government participation is deemed necessary or un- 
avoidable, however, the long-term nature and uncertainties inherent in 
tropical land settlement dictate an administrative organization that is flex- 
ible, responsive to changing conditions, perceptive of new opportunities, 
and powerful enough to follow through on extended programs, Within the 
hierarchy of government, ministries of agriculture have tended to rank 
low, and, within these ministries, sections connected with colonization 
are often among the least important, If ministries of agriculture con- 
tinue to be unstable and underfinanced, the complexities of colonization 
dictate a search for a stronger agency to take the lead. The most effec- 
tive institutions appear to be those with an engineering orientation, such 
as ministries of public works, development corporations, river basin 
authorities, or hydraulic resource development agencies. Institutions of 
this kind frequently have the prestige and funds to undertake a long-range 
integrated approach ina new area, The Grijalva Commission, for ex- 
ample, effectively contracted with other government agencies for the non- 
engineering inputs in the La Chontalpa project. Although there is an 
obvious risk that agriculture might become secondary to the engineering 
operations, this would be a small price to pay if the project is carried 
out efficiently. 


As a means of overcoming some of the financial and administrative 
constraints on new-land development, governments could associate 
themselves with private corporate enterprise or could foster foreign 
colonization. Formal arrangements made between the state (to provide 
infrastructure and agricultural credit), private interests in processing 
and marketing, and small individual producers offer a possible solution 
to the problems of undercapitalization, administration, marketing, and 
extension encountered in many newly developing areas of the Latin 
American tropics. The agreement between the Ecuadorian Banco Nacional 
de Fomento (BNF) and the Sociedad Ecuadorviana de Desarollo Industria 
Agropecuaria (SEDIA) for tea production is illustrative of this situation. 
Brazilian experience offers some interesting insights into the applica- 
tion of private settlement schemes, Between 1950 and 1956, thirty-six 
projects covering an area of 590,000 ha were initiated officially by non- 
government agencies. While a number of these ventures were based on 
little more than speculation, the success elements in the cases of the 
Sociedade de Melhoramentos e Colonizacao (SOMECO) and the Companhia 
Melhoramentos Norte do Parana (CMNP) bear examination, Entrepreneu- 
rial talent with perception of economic opportunity, sound administrative 
ability, and access to capital markets has been marshalled for the settle- 
ment of small and medium producers. The policy question is: Under 
what conditions could such enterprises be replicated? Political condi- 
tions changed markedly in the sixties, and state arrangements with pri- 
vate interests are undoubtedly controversial and suspect in many quarters, 





Formulas acceptable to both governments and development promoters 
may be difficult to find, given the long-term nature of the venture, 


In the case of foreign colonization, massive immigration is neither 
expected nor desired. Thus the question is: Will the settlement of 
small pilot groups, well-trained and highly motivated, have an impor- 
tant impact on land development in surrounding areas; and if so, how 
can this impact be maximized? The ability of individual farmers to 
assume leadership, take risks, and demonstrate viable production is 
valuable in new-land development, Japanese colonists on San Juan and 
Okinawa have had such’'a demonstration effect in northwestern Santa 
Cruz. The Mennonites of Filadelfia have demonstrated that with dili- 
gent settlers and collective action it is possible to surmount many of 
the problems stemming from isolation and poor soil and climatic re- 
sources, The transferability of these attributes, however, is another 
matter; in these cases, internal successes of the projects have tended 
to remain in isolation from the people around them, 


Further Policy Considerations 





The destruction of natural resources that have no immediate market 
in order to provide transitory subsistence for a fraction of the popula- 
tion poses a highly complex problem, In the short run it may not be 
obvious that this is happening. But the problem must be viewed in the 
context of expansion of the area affected, the long-run external disecon- 
omies, and expected increased returns by postponing resource use, 
National planning, resource surveys, and feasibility studies, as they 
have been applied in the cases examined, appear to have contributed 
little to area selection, or to project success. It is axiomatic, however, 
that if the planning, surveys, and studies are efficiently carried out the 
chance of successful tropical land development will be greatly enhanced. 


If a single element is to be isolated as the prerequisite to success in 
new-land development, it must be highways. Even though settlers in 
isolated areas may have river or air communication with the outside, 
their foremost concern is roads. For the great majority, prior highway 
access or the firm expectation of such access, as at Upano, is a condi- 
tion for settlement, Spontaneous colonists who follow penetration 
routes and frequently organize feeder roads on their own account are 
basically market oriented, This attracts truckers and commercial in- 
terests who, although unscrupulous in many cases, introduce a dyna- 
mism into frontier development, paving the way for effective public 
measures to regulate, orient, and support production and marketing in 
these areas, But little systematic thought appears to have been given 
to the standard, or staged, construction of penetration roads; to whom 
the benefits of lowered vehicle operating costs would accrue; or to the 
relationship between feeder roads and the penetration road in efforts to 
concentrate development and achieve higher employment, production, 
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and benefit-cost ratios from the total highway investment, The impor- 
tance of roads is illustrated by both the negative impact of highway 
abandonment on La Joya, and the positive impact of the Trans-Chaco on 
Filadelfia and of the feeder roads constructed by the colonists themselves 
on Caranavi, Caqueta, and the lower La Lana-La Trinidad basin, 


The outstanding success of the CMNP in large measure must be attri- 
buted to its urbanization policy adopted in the process of occupying new 
lands. The focus is on "critical mass, '' i, e., concentration of enough 
facilities to attract people and investment (as against dispersion), and 
balance in the package of activities that are to be financed or promoted, 
Emphasis is placed on integrated investments that will create a labor 
market in the region, The economic incentive is sufficient to attract 
private capital and management capacity into a proportion of medium- 
or large-scale agricultural enterprises, plus agricultural processing 
and forest industries, Population is concentrated at one point rather 
than at several points simultaneously along a wide forest frontier, An 
urban center must be promoted through the construction of infrastructure 
and utilities, the centralization of government services and industries, 
and--to the extent possible--the provision of incentives to the farm popu- 
lation to settle in such areas, Feeder roads should be laid out to concen- 
trate population relative to the center, The size of the farms should be 
sufficient to maximize aggregate consumption of those goods and services 
that will create employment in the region, Development along the lines 
suggested here is clearly favored when the political structure permits the 
formation of a viable local government, 


Deliberate programs for settler recruitment, rather than the self- 
selection of voluntary settlers, have constituted a failure element, A 
set of formalistic criteria and mechanisms are required to qualify or 
disqualify potential settlers or any entity or group taking up new lands, 
But self-reliant pioneer colonists are not necessarily attracted by the 
programs, and the executive agency tends to be drawn into expensive 
paternalistic operations. 


While government services in support of production research, exten- 
sion, credit, promotion of cooperatives, and marketing are all to be 
desired, they have not been prime movers in opening the forest frontier, 
In theory these services should play a major role in assuring success, 
In practice the efforts have been largely ineffective; a majority of colon- 
ists have not been reached by such services, and those that have been 
reached frequently show little response in terms of output, The dis- 
crepancy between theory and practice must be ascribed to structural 
factors affecting the distribution of benefits from increased output, and 
to the limited technical and administrative capacity of the agencies in- 
volved, But it must be taken as self-evident that efficient provision of 
these services, together with structural change, will be most beneficial 
to project performance, 





The effectiveness of credit is intimately related to the marketability 
of the product and the capacity of bank personnel to assess the credit- 
worthiness of clients, The practice of granting credit indiscriminately 
On many directed projects is conducive to failure in economic terms, 
While a number of selective credit programs under consolidation con- 
ditions appear to have been successful, such as that of the Instituto 
Colombiana de la Reforma Agraria in Caqueta and of the BNF in Santo 
Domingo de los Colorados, the proportion of producers participating 
tends to be limited--3 percent in Caranavi, 10 percent in Santo Domingo 
de los Colorados, and 25 percent in Caqueta, It is of course clear that 
capital is a bottleneck in new-land development when policy is oriented 
to the settlement of families who have little or no resources of their 
own, But because of the high incidence of credit delinquency in pioneer 
areas and the limited financial resources of most governments, credit 
should be reserved for the consolidation or growth stages to achieve 
its greatest impact on per capita incomes. Where markets are assured-- 
e.g., for sugar in Santa Cruz--producers have shown themselves more 
than willing to form cooperatives, to accept advice from extension 
agents, and to manage credit in order to take full advantage of their 
opportunities, 


[ Extracted from Chapters 4 and 9 

of The Development of Tropical Lands, 
pp. 71-4, 97, 106, 116, 120 and 261- 
74, Published for Resources for the 





Future, Inc. Copyright © 1973, The 
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Twenty-One Years of Felda 


Staff of Malaysian Business, 
Kuala Lumpur, Malaysia 





[ The Federal Land Development Authority in Malaysia has a 21 year 
history of successful development of forest lands into small holder oil 
palm and rubber plantations. In recent years it has been expanding 
rapidly and adding new processing mills, an overseas selling arm, an 


elaborate training program and a research laboratory to its integrated 
operation, | 


The FELDA--Federal Land Development Authority- - 
was set up 21 years ago, July 1956, and has an impres- 
sive set of statistics to show. For the span 1956 to 
1976, direct allocations to this land development and 
settlement agency totalled U.S. $133 million ($2.5 Ma- 
laysian = $1 U.S.), and loans added up to $397 million. 
Up to the end of 1976, it had settled 39, 835 families, 
and transformed 812,684 acres of mostly jungle into 
productive agricultural land and another 54,053 acres 
into villages. Its agricultural produce, mainly palm 
oil and rubber, brought in revenue of nearly $150 mil- 
lion in 1976, It accounted for nearly 20 percent of 
Peninsular Malaysia's total palm oil output and 3.7 per- 
cent of total rubber output in 1976, This contribution 
to total output will increase steadily, as more trees 
reach producing age: at present, only 47 percent of its 
acreage planted in oil palm and 40 percent of its rubber 
tree acreage are in production, 


The settlers have come, by and large, from below 
the poverty line, Settlers are certainly buoyed up above 
the poverty level: in 1976, for example, gross income 
of settlers averaged US $2000 - 3000 (varying by crop), 


The first five and a half pages of this 
article are based on an interview with 
Raja Muhamad Alias, Director-General of 
the Federal Land Development Authority. 
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and was $1600 - 1750 after deducting loan repayments to FELDA. The 
lives "uplifted''are of course many more than the number of settlers. 
Taking an average of 5.5 per household, the immediate beneficiaries 
become nearly a quarter of a million at present. Then there are the 
employment opportunities created for others than the settlers: the cur- 
rent estimate is 37,000. FELDA itself employs nearly 5,000 people; 
its subsidiaries add another 400 odd to the total, 


In the early days of FELDA, the optimum acreage for each settler 
was thought to be six acres; this was later enlarged to eight acres. The 
World Bank suggested that 14 acres would be ideal. This was tried out 
for a few schemes, but it appeared that this large acreage deprived too 
many others of land. So the acreage was reduced to 10, with a quarter 
acre for the house, whether it is for an oil palm scheme or a rubber 
scheme, The settlers, in addition to oil palm and rubber growing, en- 
gage in small businesses, They are vegetable gardeners; they construct 
their own shops; and they organize settler cooperatives. 


Evolution 


FELDA was established by the Land Development Ordinance in 1956 on 
the recommendation of a Government working committee formed a year 
earlier, The idea of a land development and settlement agency was first 
initiated during the period of self-government in 1955, At that time the 
national leaders were contemplating the means to promote economic 
development and social progress. As the country was rural-based and 
agriculture was the dominant sector, the expansion in agriculture was 
considered a major priority. But private investors were not keen to 
extend their agricultural involvement as they were nervous about the 
Independence movement, Moreover, the private agricultural estates did 
not allow for an equitable distribution of income; and a land ownership 
ratio favoring foreigners substantially might not be politically acceptable. 
At the same time, it was felt that the agricultural expansion program 
should be planned and organized so as to utilize the most efficient and 
modern agricultural methods. Accordingly, the ad hoc allocation of 
state land was discontinued and Government participation in the FELDA 
program was approved, 


The basic objective of FELDA is to promote land development and 
settlement as a means towards economic development and social uplift, 
This objective has not changed, but the means of achieving the objective 
have changed over the years. Three major changes in the means by 
which FELDA pursues its objective can be identified. 


The first major change occurred in the late fifties, Originally the 
policy was to minimize capital investment, and so the settlers cleared 
the forest, built their own houses and planted their holdings, This ap- 
proach was abandoned; the settlers then did their planting after contrac- 
tors had cleared the forest, However, this strategy was also abandoned 
as the standard of agriculture was found to be unsatisfactory, Rubber 
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was the main crop then, and it was felt that a poor standard in tree plant- 
ing would have serious repercussions on the output in later years, Thus, 
in order to ensure that settlers got off on the right foot, it was decided to 
use contractors to clear and plant the land before settlers joined the pro- 
ject. This strategy involves greater financial investment; but it was justi- 
fied because the expected marginal return was greater than the expected 


marginal cost, This forecast has subsequently been found to be empiri- 
cally valid. 


The second major change occurred in 1961. Prior to this FELDA acted 
as a loan board. It channelled Federal resources to state or district land 
development corporations, But the progress of land development and set- 
tlement under the procedure was not satisfactory, In 1961 the Government 
decided that FELDA should be directly responsible for the inception and 
administration of all schemes under the Land Development Ordinance, 


Since then the rate of land development and settlement has grown from year 
to year, 


The third major change occurred some time in the second half of the six- 
ties. Before this period, FELDA was concentrating its resources purely 
on land development and settlement, However, it was felt that land devel- 
opment and social progress require a much broader interpretation, For 
instance, it was felt that it was not enough just to bring the settlers into 
settlement projects, these settlers have also to be trained and motivated 
so that they become modern farmers and useful citizens, Similarly, it 
was felt that it was not enough for FELDA to ensure that settlers produced 
something, FELDA must also ensure that settlers' returns are maxi- 
mized by improving product quality and increasing foreign sales, There- 
fore FELDA began to undertake many new activities such as settler com- 
munity development, processing, marketing, and research, and a number 
of auxiliary FELDA organizations were set up to perform these functions, 


This was the start of the "package-deal'' approach which continues to be 
used today. 


Current Expansion, In 1976, FELDA developed 19 new land schemes 
covering about 95,963 acres. Thus by the end of 1976 FELDA had devel- 
oped 186 land schemes covering some 812, 684 agricultural acreages and 
54,053 village acreages. This year (1977) FELDA is developing 24 more 
land schemes spread over 109,340 acres. Out of that acreage, 27,765 
acres will be planted with rubber, 73, 893 acres with palm, 2, 800 acres 
with sugar cane, 1, 206 acres with cocoa, 495 acres with coffee and 
3,181 acres for villages, Thus by December 1977 FELDA will have 
developed 976,077 acres consisting of the following: 








Dec. 1976 Dec. 1977 
Rubber 288, 284 311,049 
Oil Palm 535,571 589, 464 
Sugar Cane 9, 871 12,671 
Cocoa 3,958 5, 164 
Coffee 495 


Village Area 54, 053 57, 234 
TOTAL 866, 737 976,077 


In 1976 FELDA took in 5,338 settlers, It was the largest number 
of settlers ever taken in by FELDA ina single year and it exceeded 
the Third Malaysia Plan's annual target of 5,100 families. As of 
mid-1977, FELDA has settled a total of 41, 861 families. 








Last year, FELDA's subsidiary corporations operated 17 oil palm 
mills, three rubber factories, two palm oil bulking installations and one 
latex export handling installation. In addition, its joint-venture com- 
panies operated one sugar cane mill in Perlis and one palm oil bulking 
installation at Pasir Gudang, Johore, This year, five more oil palm 
mills including a research oil palm mill at Tekam, are expected to be- 
come operational, In 1978 five oil palm mills are expected to be com- 
missioned, FELDA's second latex concentrate factory at Trolak will 
be fully operational this month, FELDA's joint-venture refining and 
fractionation plant at Pasir Gudang is expected to start operating in 
early 1978. A cocoa processing plant at Tekam is now under construc- 
tion, Thus, in 1978, FELDA will have 27 oil palm mills, three bulk- 
ing installations, four rubber factories, one sugar factory, one cocoa 
factory and one palm oil refining and fractionation plant, 


In 1976 FELDA produced 244,431 long tons of palm oil, 43,192 long 
tons of palm kernel, 58,122 metric tons of rubber in various forms, 
17, 800 tons of sugar and 50 tons of cocoa, The revenue earned from 
the sale of those various commodities amounted to some $148 million, 
Out of that, $140 million were exported and therefore these commodi- 
ties are foreign exchange earners for the country, The exception was 
sugar; it could be considered as a saving in foreign exchange, 





Reducing Poverty, Since FELDA's program is to settle the landless 
poor from the rural areas into an economically viable farming unit, it 
is directly pursuing the national objective of eradicating poverty. It is 
estimated that up to 90 percent of FELDA settlers were in the poor cate- 
gory prior to entering FELDA schemes, <A major exception is the ex- 
servicemen and ex-policemen, Even here it might be argued that the 


ex-uniformed personnel might drift into the poverty group if the FELDA 
opportunities were not forthcoming, 


Upon entry into FELDA schemes, the settlers were assured a monthly 
income of $40 per month until their holdings become productive, After 
that their incomes are sufficient for them to be considered as out of the 
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poverty group, In 1976 the average gross income for rubber schemes was 
$2130 a year, and for oil palm schemes was $2940. The average net in- 


come after deducting loan repayments was $1590 for rubber schemes, and 
$1730 for oil palm schemes. 


When considering the standard of living, the settlers benefit by more 
than just the increase in earning power. This is because of the infrastruc- 
ture and amenities available in the schemes, In opening a new scheme, 
FELDA made the preconditions that roads, water supply, schools.and clinics 
should be available before calling in settlers, In addition, FELDA schemes 
are also equipped with other amenities such as playing fields, balai raya, 
and mosques, Thus compared to the situation before their entry into FELDA 
schemes, the settlers definitely enjoy a better standard of living. 


By settling 41, 861 families, FELDA is moving that number of people 
from the poverty to the non-poverty group. However, as mentioned ear- 
lier, FELDA's activities also create employment opportunities for other 
categories of workers. These people may not have come from below the 
poverty line, but it can be safely assumed that all employment opportuni- 
ties will raise the standard of living of the people involved. Counting all 
members of the families benefiting from FELDA activities, the total must 
be about half a million people altogether (in a nation of 12 million), 


Cost per Family. The cost of settling a family has varied according to 
the year of development, and according to the type of crop planted, the 
size of individual holding and the location of the project, In the latest 
evaluation done by FELDA for a ten-acre holding, the total cost of devel- 
opment per settler was estimated at $10,500 for rubber schemes and 
$10,600 for oil palm schemes (i.e. about $1,000 per acre), This covers 
all components including infrastructure and management, and is spread 
over seven anda half years for rubber schemes and six and a quarter 
years for oil palm schemes, 





FELDA land development schemes have been described as relatively 
high cost. Why is this so? The cost of developing a scheme of about 
4,250 acres for about 360 settler families, for example, is estimated at 
$4,2 million, Agricultural development, including land clearing and the 
planting of high-yield rubber or palm trees, accounts for about 57 percent 
of the cost, The other cost components include 20 percent for infrastruc- 
ture, 15 percent for administration and management, and eight percent 
for settlers’ houses and house lots, 


The agricultural development cost is not unreasonable when the poor 
accessibility of FELDA's areas is taken into consideration, The expen- 
diture on infrastructure cost is in line with the Government's provision 
of social infrastructure and amenities in other areas. With FELDA 
schemes whose villages are based on the nucleated settlement approach, 
the Government is able to maximize the benefits to be derived from the 
investment in infrastructure and amenities. And FELDA's administration 
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and management costs are reasonable when compared to those in the 
private sector, In fact, the personnel emolument component is lower, 
since FELDA's staff are paid less than their counterparts in the pri- 
vate sector, The settlers' houses and house lots cost an average of 
about $900 per settler. This is low considering that the settlers' 
houses have been considered by most authorities to be acceptable. 


There are various ways to reduce cost, But it is felt that in most 
such cases the saving in cost would definitely be less than the returns 
lost by such action, both monetarily and socially. FELDA has learned 
this from its experiences over the past 21 years, and feels that its 
present level of investment is within the optimum range. 


Returns to the Nation. Ina study done by FELDA late last year, the 
rubber projects in Lepar Hilir, Klau, Bukit Sagu and Serting showed an 
economic rate of return of 14.6 percent, In another study on the Lepar 
Utara oil palm project, the economic rate of return was estimated at 
12.5 percent, In terms of total social returns to the nation, the rate is 
still higher. FELDA's program is contributing to the reduction of pov- 
erty, and also contributing to national foreign exchange earnings. 

Other contributions include the creation of employment, investing in 
the less developed areas, crop diversification, increasing agricultural 
productivity, reducing the rural-urban drift and improving the quality 
of life. Thus, FELDA's returns to the nation are fairly substantial 
and widespread, and are benefiting those sections of the population 
which need assistance, 





The Moulding of a Settler Community 





In July 1977, 268 settlers of the first three schemes, all in Malacca, 
will complete their loan repayments and be given titles to their land. 
People who have never owned land before will now have a piece of land 
to their name, What has moulded these people from the backwoods, 
from the towns, from the fishing villages into the budding businessmen 
that they now are? What has moulded them into experienced rubber 
planters and oil palm growers? 


The settlers, in order to be eligible for acceptance, must be Malay- 
sian citizens, aged 18 to 35 (ex-servicemen are accepted up to age 40). 
They must be married (even those at 18), and be landless, If they have 
land, it must be less than two acres. FELDA prefers them to have 
"few'' children, but the average figure is five. The application period 
is limited to a specified number of months every year (except for the 
state of Pahang, where FELDA finds it difficult to get settlers because 
of the small local population), 


At the moment, out of the 211 schemes initiated there are 122 
schemes with resident settlers, Whena scheme is first opened, the 
contractors go in to develop the land, build the roads and other infra- 
structure, and plant the crops, The schemes are without settlers for 
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the first two and a half years. The settler comes to the land after the 
scheme has been opened up. When he starts to earn income from the 
land, he has to start paying back his loanto FELDA, FELDA charges 
an interest rate of 6.25 percent per annum, and the loan is payable in 15 
years, Once the settler has repaid his loan in full, he is given title to 
the land by the respective state governments, 


Mainly because of changing prices, a settler's income fluctuates, rang- 
ing from $80 to over $400 a month. Fluctuating incomes can lead to a new 
sense of value, In October 1976, a Settlers Savings Fund was set up to 
provide an opportunity for settlers to save up for the rainy days. The 
savings already total around $400,000 five months later, All settlers are 
encouraged to participate: the target is for 63 percent of all settlers in 
each scheme to be involved, The interest paid on deposits is currently 
6.25 percent, Settlers have to contribute to another fund, which is used 
for investment, education and the like, This is run by the National Devel- 
opment Council of FELDA. Every settler whose farm is in production has 
to contribute $0.40 every month, and $0.20 for those in schemes which are 
not yet in production, There is yet another fund, the Settler Development 
Fund, started in 1968, to finance social and cultural activities, such as 
the Koran reading competition of the settlers, and sports meets. 


The settlers are put in villages of 300, 500 and 600 families, where 
they have to learn to live together, The houses are grouped in blocks of 
12; each block appoints a leader, who is the block leader for one month, 
At the end of the year, all would have had a chance of being a block leader, 
By this method, the settlers can judge who among them can be leaders, 
and leadership qualities are developed. The duties of the block leader 
would be to pass information from the scheme management to members 
of the block and to organize gotong royong (self-help) activities. 


At the end of the year, two blocks will be joined together, making a 
total of 24 houses in one block, There will be an election to elect a leader 
for a two-year term, As a block leader he is eligible to become a candi- 
date for the post of vice-chairman of the Village Development Council 
which is chaired by the scheme manager, The vice-chairman, who is the 
settler leader of a scheme, sits on the Area Development Council which 
is chaired by the Controller, In turn, the vice-chairman of this council, 
who is the settler leader of the represented Area, sits on the National 
Development Council of the settlers, which is chaired by the director- 
general of FELDA. Thus, settler representation reaches the very top 
of FELDA management: one settler is now on the board of FELDA, and 
settlers from the National Development Council are on all but one of the 
boards of FELDA's corporations, 


There is a FELDA-appointed field officer for every block of 24 houses, 
A FELDA officer is not only a man trained in agriculture, but he is also 
an adviser to the settlers, He has to prod them, get them to plant fruit 
trees on their vacant land, and generally get them involved in things. 
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(But the tables are sometimes turned on the new field officers by the old 
hands, settlers who have been there for years.) Every two or three 
blocks will be in the charge of a FELDA welfare officer. And for every 
scheme, there is a lady FELDA officer trained in home economics. 
These people teach the settlers how to look after their children, after the 
household and the budget. 


Training of Staff & Settlers. Employees at all levels of FELDA 
have to be taught the nature of their jobs, and be given an insight, how- 
ever small, into their jobs. Settlers, just out of their fishing villages 
and various other places--not forgetting the Armed Forces--many of 
them farmers for the first time in their lives. have to be shown the way. 





A Training Division was set up in 1968, Today, the formal training 
activities, both pre-service and "in-service" or on-the-job, are being 
conducted at FELDA's five training schools and two training centers. 

Field assistant schools are located at Bukit Besar (for training in oil palm) 


and Soeharto (for training in both rubber and oil palm), The training capa- 


city of these schools is 300 per annum, The institutional training consists 
of four months theoretical and practical instruction in rubber planting, 
four months theoretical and practical instruction in oil palm planting, and 
a one-month course in social development and scheme administration, 

The institutional training is followed by ''on-the-job" training for three 
months in selected schemes, After the year's training, the trainee 

field assistants are posted as field assistants to the schemes. 


The two training centers at Trolak and Tekam are mainly concerned 
with in-service courses for staff and settler leaders covering economic, 
social and administrative fields. In addition there are orientation 
courses for new staff. The center at Trolak has three other units; an 
artisan training unit which is training of mechanical fitters; a typist train- 
ing unit which is training settlers' daughters in typing; the third is the 
home economics unit, which is responsible for organizing a pre-service 
course for women settler development assistants (SDA) and other home 
economics staff employed by FELDA, This course, lasting six months, 
includes theoretical and practical instruction in home economics as well 
as 'fon-the-job"' experience in schemes, Twenty women settler develop- 
ment officers are expected to be trained every year, 


Settlers are also given training, though of a different sort, Training 
of the settler and youth leaders is conducted at the training schools and 
centers and usually lasts five to six days. The stress is on leadership 
and its associated roles and responsibilities; FELDA's policies and pro- 
grams are also included. On-the-job training is also given to improve 
the skills and techniques of the settlers in managing their agricultural 
holdings. The dependents of the settlers are also given vocational train- 
ing. The Artisan Training Unit at Trolak trains only mechanical fitters, 
who have to undergo a 20-month course before they are appointed as 
fitters. The daughters of settlers are taught FELDA office procedures 
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and methods and typing; the course lasts for three months, Some of 


the girls are employed by FELDA, but most have to look for jobs 
elsewhere, 


Research Center, In 1968, an agricultural research division was 
established in FELDA, The Pahang State Government provided FELDA 
with 6,000 acres of land within the Tekam Forest Reserve; the area 
covers a wide range of soiltypes. The Tun Razak Agricultural Re- 
search Center was constructed there, and opened in 1972, Up to Decem- 
ber 1976, development expenditure at the Center was $4.4 million, 
while non-development expenditure came to $3,2 million, 





The major objectives of the Center are to produce its own planting 
materials (particularly to aim at self-sufficiency in oil palm seeds) 
for FELDA's land development projects; and to provide foliar analyti- 
cal services for sound fertilizer programming to achieve optimal yield, 
Other objectives are to do research in the nutrition and agronomic 
practices of oil palm and other crops, to upgrade the processing tech- 
nology and practice of oil palm, to provide crop protection and advisory 
services to FELDA schemes, and to study the feasibility of other crops 
for FELDA's land development in conjunction with the Government's 
drive for diversification, 


The main interest in agronomic research in oil palm is fertilizer 
response, A total of 12 fertilizer trials have been laid down on seven 
different soil types. An oil palm processing research mill has also 
been set up and will be opened in October, In the analytical chemistry 
division, the analysis of leaf sample from oil palm fronds has been the 
established technique in determining the nutritional status of the palm, 
Knowing the nutrient status of the palms, fertilizer recommendations 
are developed with the use of a computer utilizing available results on 
oil palm responses to fertilizer currently known in Malaysia. The 
analytical laboratory also carries out soil sampling and analysis for 
some agronomic trials of oil palm and cocoa, 


In the crop protection division, the workers work towards minimizing 
crop loss through pest and disease control, Sometimes aerial spraying 
is organized both for pest control and fertilizer application, One air- 
craft can spray 70 to 100 tons of fertilizer a day, A 5,000-acre scheme 
can be manured in this way in one or two months, It would take five 
months for the same job to be done if manual labor were used, The 
agricultural supplies division plans to supply 20,000 to 30,000 seed- 
lings annually to FELDA settlers, One aspect of research gives indica- 
tions that there are selections which have possibilities of improving the 
present yield of palm oil per acre, ''The improvement is significant, 
well above 30 percent, '' said Mr, Tang, senior operations director, 
‘Weare also improving the quality of oil in a new hybrid, a cross be- 
tween the Latin American and the African, This oil will have a higher 
content of unsaturated fats, " 





Even though research at the Center is concentrated on palm oil, 
it started feasibility trials on cocoa in 1969, In an effort to diversify 
agriculture, FELDA launched its first cocoa project of 5,000 odd acres 
in 1973. ‘Cocoa is a plant which demands intensive labor and shade, 
Unlike the other crops, there are 550 cucoa plants to anacre, There 
are 180 rubber trees to the acre and 60 oil palms to the acre, More 
pests attack cocoa than other crops," said Mr. Tang. ‘We hope to 
have 20,000 to 25,000 acres of cocoa by the end of the Third Malaysia 
Plan, '' The Center is looking for suitable land; according to Mr. Tang, 
this type of volcanic soil is abundant in Sabah. 


The Center is not yet researching coffee, but is looking at sugar 
cane, ''We are carrying out basic spacing trials, fertilizer trials, and 
investigating crop protection, breeding and economics of the whole 
management of sugar cane, ''' explained Mr. Tang. 


Marketing. The marketing of all products, except sugar, produced 
by the land schemes, mills and factories of FELDA are handled by 
its marketing subsidiary, FELDA Marketing Corporation (FELMA), 
FELMA was established on January 1, 1974 as a wholly-owned subsid- 
iary of FELDA with a capital of $600,000. FELMA has three branch 
offices, one in Kuala Lumpur and two overseas: one was set up in 
London in 1974 and another in San Francisco in 1975. One or two may 
be set up in the Middle East, 





FELMA markets palm products (palm oil, palm kernel, sludge 
oil), factory rubber (SMR, latex concentrate, skim block), scheme 
rubber (field latex, field grades) and cocoa. The major part of 
FELDA's products are exported, Many countries import from FELMA, 
among them the United States, the United Kingdom, Holland, Italy, 
Russia and Spain. According to FELMA's Chairman, Raja Alias, net 
operating profit from marketing operations was $523,000 for the year 
ended December 31, 1976, compared to $261,000 for 1975, He said 
that there was strong competition among the various fats and oils in 
1976, ‘The satisfactory profit achieved reflects a very great credit 
on both local and overseas management and staff for their efforts in 
securing more direct sales rather than selling through brokers, "' 
said Raja Alias. 


[ Extracted from Malaysian 
Business, July 1977, pp. 5-30. 
Copyright© Berita Publishing 
Sendiran Berhad, Kuala Lumpur, 
Malaysia, ] 








Transmigration from Java to 
The Outer Islands of Indonesia 


Soeratman and Patrick Guinness 


[| About two thirds of Indonesia's growing population, currently 140 
million, lives on crowded Java. For 70 years governments have spon- 
sored "'transmigration' to larger, low-density "Outer Islands" like 
Sumatra, Kalimantan (Borneo) and Sulawesi (Celebes), These programs 
are described, with some concluding suggestions for improvements, | 


As early as 1902 the Dutch East Indies Government 
sought a way ‘to move excess population from Java to 
the outer islands. For the next seventy years this 
preoccupation with moving large numbers of people 
in a bid to control population pressure influenced 
much of the planning of both the Dutch ''colonization" 
and the Indonesian Government's "transmigration" 
policy, The idea of transmigration as a ready solu- 
tion to some of the worst consequences of rural 
Java's high population density is deeply rooted. Flood 
victims, the rural landless, farmers whose land is 
unproductive or needed for the construction of a dam 
or for reforestation, and urban poor, can be sent 
away with the offer of new hope in a new land. 


Historical Perspective 





Dutch Colonization, In 1905 the Dutch Government 
inaugurated its program of colonization by resettling 
155 families from Java in the 'colony' of Gedong Tataan 
in Lampung, in southern Sumatra, For the next quar- 
ter of a century, the Dutch authorities continued to ex- 
periment with the scheme, Some colonies were aban- 
doned because of poor soil or other difficulties; others 
like Gedong Tataan continued to grow naturally as 
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friends and relatives of earlier migrants joined them, After experi- 
menting with relatively small numbers of settlers in the first years 
(1905-1911), the Dutch enlarged the program by instituting a system 
of credit (through the People's Credit Bank of Lampung) by which 
settlers were transported free of charge, but were required to repay 
cash assistance provided to them during the early stages of land clear- 
ing. Colonization efforts remained low key throughout this period, 
partly because of the success of private companies in recruiting tens 
of thousands of laborers to work on plantations in East Sumatra, 


With the onset of the 1930s depression, however, recruitment of 
labor to plantations was severely reduced, The Dutch Government, 
anxious to keep costs to a minimum, introduced the bawon system 
whereby new settlers were brought to an established settlement just 
before the harvest, in which they then took part. Settlers agreed not 
only to support members of their own families temporarily, but also 
any others who came from Java under the scheme, During the next 
ten years migration under the Government scheme rose, reaching a 
peak of 60,000 by 1941. 


The bawon system laid a heavy burden of settlement on the migrants 
themselves, Earlier settlers bore the cost of feeding new families, 
who in many cases were unrelated to them, Migrants had to build 
their own homes, clear their land and construct irrigation channels, 
none of which was a familiar task to villagers from Java where settle- 
ment and irrigation had existed for generations. Health services were 
poor, with the result that death rates, particularly from malaria, re- 
mained high, Also, settlements developed on the Javanese pattern with 
Javanese place names, house construction, culture and language, and 
style of leadership. This was a result of a conscious policy of the co- 
lonization planners to make the settlers feel as comfortable as possible 
in their new surroundings by settling them in enclaves apart from indi- 
genous villages. It led, however, to the isolation of new settlements 
from local residents, and later came under severe criticism in the 
light of present-day Indonesian stress on the assimilation of diverse 
ethnic groups into one nation, The indigenous population often retreated 
from the settlement areas, resenting the pressure that the migrant 
communities exerted on basic aspects of their life. 





The Sukarno Era, President Sukarno rejected the need for family 
planning; he declared that Java's high rural population density could be 
eased by moving 1,5 million people each year from Java to the outer 
islands, where 2,000 hectares would be opened each day, His optimism 
was shared by the first head of the Transmigration bureau, Tambunan, 
who planned to reduce Java's population from 54 million to 31 million 
in 35 years. Later plans were more realistic, however, The Eight- 
Year Plan 1961-1968 set up targets with gradual annual increases from 
15,000 families in the first year, Settlers were sent to eighteen pro- 
vinces of Indonesia, and their numbers rose above the average rates 








of 1932-1941 (although falling short of the 1938-1941 figures). They con- 
tinued to grow throughout the Sukarno era despite erratic fluctuations 
from year to year, 


Table 1: Numbers of Migrants Moved 





Dutch Rule Totals Annual Average 








1905 - 11 6, 000 
(at? . 22 16, 838 
$023 « 31 4,000 
1932 - 41 162, 600 


President Sukarno 





1951 - 55 111,595 
1956 - 60 134, 371 
1961 - 65 141, 844 


President Suharto 





1966 - 68 24, 566 

1969/70 - 1973/74 182,414 36,483 

1974/75 - 1978/79 (250, 000 (50, 000 
families) families) 


As in the prewar program, rice cultivation remained the primary 
concern of the new settlements, and southern Sumatra the main recip- 
ient of transmigrants. However, the Indonesian Government reintro- 
duced the expensive system of bearing all costs of transportation and 
settlement. The size of individual plots was increased from one to two 
hectares in an effort to avoid the high population density that had already 
occurred in South Lampung. With these changes costs of the program 
soared, For example, in 1961, 40 percent of the total transmigration 
budget was spent on subsidizing migrants' living costs, including hous- 
ing and free seeds, When funds proved insufficient, severe cut-backs 
were made in the target numbers of transmigrants, The government 
was unable to meet transportation requirements for such large groups, 
due to a shortage of ships. As a result many of those registering were 
never moved by the Government, Few of the two million registered 
for transmigration in 1954, for instance, actually were sent, Many who 
had sold their property in preparation for departure decided to go any- 
way as spontaneous migrants, and on arrival in the new area were pro- 
vided with land and seeds, 


Needless to say, postwar transmigration was no more successful 
than prewar colonization in dealing with Java's population increase, 
Over the period 1932 - 1974, the colonization and transmigration pro- 





grams had saved Java a population increase of some 991,000, while 
Java's population had increased by some 39 million. 


The Suharto Era, In the first three difficult years of the Suharto 
Government, the average rate of transmigration was down to just 
over eight thousand migrants per year, In the first five-year plan, 
Repelita I (1969/70 - 1973/74), a substantially higher but still modest 
target of 190,705 persons (38,141 families) was set, The purpose of 
transmigration as stated in Repelita I was the achievement of a more 
balanced population distribution throughout Indonesia, and the trans- 
fer of labor to carry out development projects in areas short of man- 
power in order to increase national production, There was again em- 
phasis on rice production, and for that purpose the opening up of tidal 


swamp areas in Sumatra and Kalimantan for rice cultivation was 
stressed, 











The official program during the period of Repelita I embraced two 
categories of migrants: "General" transmigrants were transported 
by the government free of charge and allocated two hectares of land, 
plus house, tools and rations for twelve months (or eighteen months 
in tidal swamp areas), "Spontaneous" transmigrants were registered 
either on departure from their original area or on arrival in the re- 
ceiving area, but had to arrange and pay for their own transport, On 
arrival, they were allocated land and house materials. Other special 
categories of transmigrants have been handled from time to time in 
special programs, such as the program of 1974 in which an entire 
community threatened by the eruption of Mt. Merapi was moved, 
Small numbers of transmigrants are also handled by private or semi- 
government bodies. A final category of migrant, which we shall refer 
to here as "voluntary" or entirely self-financed migrants, were those 
who moved entirely at their own initiative and at their own cost, and 
were never registered with the government transmigration program and 
thus are not included in the official statistics. Inall, 182,414 persons 
were officially sent during Repelita I, only a little short of the target. 
Although the three provinces of Sumatra continued to receive over half 
the total number of transmigrants, there was a gradual dispersion of 
transmigrants over most of the Outer Islands during the period, At 
the same time, Bali and Lombok islands were included as areas of 
origin, providing 15 percent of the transmigrants sent, 








The Repelita II program (1974/75 - 1978/79) included a new em- 
phasis, first stated in Law No, 3 of 1972, on the integration of trans- 
migration into regional development. ‘Opening of sparsely populated 
regions outside Java, aside from exploiting their very great economic 
potential, will also lead to the opening of broadened employment oppor- 
tunities, For this reason transmigration, including local transmigra- 
tion, must be seriously and purposefully implemented and integrated 
with regional development activities, Transmigration activities are 
also expected to increase national integration, not only in the economic 
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sense but also in the social and cultural sense. ., Transmigration 
can be viewed as efforts to meet the labor needs in several national 
development programs such as building the road network, Transmi- 
gration efforts in the agricultural sector are expected to increase the 
area under agricultural production and so assist in increasing produc- 
tion and exports, " 


Over the five year period (1974-79) a target of 250,000 families was 
set; an average of 50,000 a year, This has not been reached: at the 
end of 1976, the Repelita II target was reported to have been reduced 
by over 50 percent to 108,000 families. Even this figure may not be 
reached: during 1974/75 4,464 families (18,418 persons) were sent, 
in 1975/76 only 12,109 persons, and in 1976/77 13,910 families. In 
the light of these recent figures, it is surprising that the Government 
should recently have announced a transmigration target of 500, 000 
families for Repelita IIL. 








The Present Program: Methods and Problems 





Selection of prospective sites is made by the provincial government 
in the area of settlement and then sent for approval to the central 
government, National security and the settlement of sparsely populated 
areas constitute important criteria in selection, The central govern- 
ment usually insists on areas of 15,000 hectares where five adjacent 
villages of 500 families each can be established. Agricultural and soil 
surveys and enquiries into land rights and the culture of indigenous 
people are required before final selection is made, Although some 
surveys have been thorough, particularly those conducted by overseas 
financing bodies or by local university teams in conjunction with the 
Transmigration Department, there has been a tendency in most pre- 
settlement surveys to make only a cursory inspection over a period of 
one or two months without attempting to provide a firm base on which 
later agricultural development and inter-ethnic relations can be estab- 
lished. Asa result, after several years of settlement, crops may fail, 


and soil fertility declines; and land disputes with local villagers may 
continue to disrupt farming activities. 


Selection of transmigrants from lists of potential migrants prepared 
by village heads is made by transmigration officials at district (kabu- 
aten) level on the basis of a quota for each province and district, 
Special stress in selection is placed on areas of heavy population, poor 
soils or natural disasters, Officials in some areas with insufficient 
candidates have needed to use persuasion to recruit settlers, while 
other areas have reported an excess of registered applicants. Trans- 
migrants must officially meet certain requirements. The family head 
should be aged between 20 and 40 years and married, No members of 
his household should be over 60 years of age, none under six months, 





and no pregnant woman may join the group, Although farming skills 
are desirable they have not been made a precondition for selection, 
Recent statements have stressed that other skills are also required in 
anew settlement. In practice this emphasis has more often led to the 
inclusion of urban unskilled than to the careful composition of a group 
of people with a variety of skills needed for the new community. Re- 
sults of surveys often indicate considerable divergency from these 
principles. Data from the LKUGM survey (by the Population Institute 
of Gadjah Madah University--the source of much of the information 
presented here) in South Kalimantan and South Sulawesi, for example, 
indicate that about 30 percent of transmigrants were over 40 years 

of age on departure; many of them complained of not having the 
strength to clear their land. 


Many of the settlers come from poor rural backgrounds, Nearly 
half of transmigrants interviewed in the LEKNAS survey (by a govern- 
ment body) and nearly a third of those in the LKUGM survey had 
never owned or managed farm land before, and 16 percent had not 
been engaged in farming at all. Lack of such skills is likely to bea 
serious handicap in the new area, One can, however, understand 
what motivates such people to seek land through the transmigration 
program: most of them claimed to have fled poor home conditions - - 
half had reported not owning anything of worth in their home area, 
Prospective migrants must travel by bus or train to transition hos- 
tels in the main towns, then by ship, train or bus to the project site, 
Delays at port sites in Surabaya often hold up transmigrants to Sula- 
wesi and Kalimantan. When arrival is delayed, house plots may have 
become overgrown, Nearly a quarter of family heads interviewed by 
the LKUGM survey were not allotted a house immediately on arrival, 
and 70 percent of the families had to wait for farming blocks. 


During the first twelve months (or eighteen months in tidal swamp 
areas) ''general’' transmigrants receive a monthly ration of rice, 
salted fish, salt, kerosene and cooking oil, in addition to an initial 
supply of farming tools and seeds. Courses in agriculture, animal 
husbandry, health care, etc, are supposed to be offered to settlers 
(but only 26 percent of LKUGM respondents had ever taken courses, ) 
Some seeds and plants are supplied free and others may be bought 
from the Department of Transmigration or purchased on credit 
through the local transmigrants cooperative. Community leaders are 
selected by Transmigration officials. The village or project is broken 
up into smaller, more manageable units for the purposes of adminis- 
tration, In most cases small intimate groups of neighbors are formed, 
both to work together cooperatively, and to discuss agricultural mat- 
ters and listen together to radio programs about agriculture, These 
have achieved some success in dealing with problems that come up. 
But support programs for settlements are severely handicapped by 


shortage of staff, particularly agricultural officers, health workers, 
teachers and social workers, 





The transmigration program has continued to focus on transmigrants 
as farmers, Transmigrant settlers rarely cultivate more than one 
of the two hectares normally assigned to them, This is usually in- 
tended to include one hectare of dry land and one for irrigated rice 
growing. But the latter is usually only potentially irrigated land, and 
has not been cleared much less irrigated, In their first few years, 
settlers farm their house plots and dry land only, and if they have 
time and energy begin to prepare land for irrigation or work together 
to build irrigation channels. In South Sulawesi, none of the migrants 
interviewed had yet begun to prepare his second hectare of land for 
cultivation, The ground needs hard work to bring it into production 
and the labor available is generally limited to two adult workers per 
household, The farmer's capacity to farm the land assigned to him 
is also limited by the fact that he may need to take wage employment 
off his farm, In the LKUGM survey 62 percent of household heads 
interviewed had been obliged to work outside their farms in their first 
months because their food rations were not sufficient to maintain their 
families, In isolated transmigration areas employment is often diffi- 
cult to find; some settlers travelled 50-100 kilometers to work on 
government projects or in towns, Those who were able to remain 
fully employed on their own farms during the first year of rations were 
not always able to maintain that pattern of work after the rations ceased, 
There is evidence that one of the crisis points in the transmigrant's 
development is the transition to self-reliance after rations are halted. 
A number of transmigrants deserted the settlements at this time to 
seek their fortunes in nearby towns, However, the number of deser- 
tions rarely exceeded 10 percent of all settlers in a project. 


In the dry grassland areas particularly, the fertility of the soil is 
not easily maintained, After the first years of good harvests it was 
found in some projects that earlier crops would no longer grow, and 
many farmers reverted to cassava as a subsistence crop, For ex- 
ample, in Tapin (South Kalimantan) settlements were planned on the 
assumption that irrigation would be provided, but no channels have 
yet been constructed, On many new projects farmers are dependent 
upon maize and cassava; few farmers have succeeded in becoming 
more than subsistence cultivators, a situation reminiscent of the 
earlier colonization and transmigration settlements, 


In an attempt to arrest this trend, recent transmigration planning 
has focused on the establishment of plantation communities, such 
as Rimbo Bujang in Jambi and Pematang Panggang in South Sumatra, 
Settlers are provided with five hectares which they must clear and 
partly plant with rubber, The enormity of the task of clearing the 
primary forest caused some desertions from the project. When the 
trees have matured, the rubber is to be processed locally. This 
diversification to plantation crops where these are more suitable to 
soil and climate conditions is a welcome development, but requires 





expert guidance in order to guarantee quality of crop and a fair price 
for produce, 


Marketing has proved a difficulty in new settlements, situated as 
they are in the remote areas of the outer islands, Transportation of 
produce to larger markets is expensive where road or river transport 
is as yet poorly developed. In such situations local indigenous traders 
with the capital to accumulate produce and market it in larger quan- 
tities are providing a valuable service for transmigrants, although 
the marketing margin appears to be very high. Javanese farmers 
particularly tend to go into debt before harvest and are thus obliged 
to sell their crops immediately on harvest, As a result market 
prices for rice may fall dramatically in the first days of the harvest, 
The Government has tried to control marketing by extension of its 
national programs to transmigration settlements, but these have often 
been ineffective. 


As the Repelita Transmigration program has continued to settle 
subsistence farmers in the Outer Islands, it has tended to establish 
enclaves of settlers from Java and Bali that are isolated from the 
surrounding villages and following ways of life largely brought from 
their home areas. In most cases relationships among settlers have 
developed into strong work ties. Social groups and organizations 
bring the groups together, even though they maintain many aspects 
of the culture of their home areas. Balinese continue to perform the 
major rituals of their Hindu faith in simple wooden temples, and have 
organized themselves into banjar mutual help groups as in Bali, 

Both Javanese and Balinese communities have developed cultural 
groups to perform the dances, music and drama of the home areas, 
The ethnic unity of the Balinese community is reinforced by the 
government practice of settling them as much as possible in one area 
so that their pig-raising does not offend the predominantly Muslim 
population. Many observers have drawn attention to the relative 
success of the Balinese as settlers, 


Relations between transmigrants and indigenous villagers have 
not always been cordial, The frequent failure of the government to 
take into sufficient account the traditional land rights of the indigenes 
has led to disputes between them and the settlers. Buginese villagers 
in Luwu, for example, continue to assert their right to sago, fish 
ponds and fruit trees on settlers' blocks, while their cattle have 
caused further friction by raiding settlers' gardens. In most areas 
where settlement programs are injecting large numbers of people 
from Java into sparsely populated regions, transmigrants have be- 
come or threaten to become a majority, which is not a welcome 
situation for indigenous villagers, The latter also resent the special 
facilities, such as roads, schools and health clinics, as well as 
other assistance supplied to settlers, 





Relations are easier where indigenous villagers and transmigrants 
do not compete for land resources, In many settlements indigenous 
traders establish stores and other businesses that cater to the needs 
of the new settlers. In the Barambai area compensation for village 
land has allowed the indigenous Banjarese to finance other businesses 
or to open up land elsewhere, The government is also trying to make 
improvements by offering some settlement blocks to indigenous villagers 
and encouraging them to use the facilities available on the projects, 
The Government has hoped that local villagers will learn better tech- 
niques of farrning from the transmigrants. In practice the settlers 
have rarely been successful enough to persuade villagers to change 
long established techniques, Indeed, not surprisingly, transmigrants 
more frequently learn skills, e.g. of tidal rice growing or cash crop 
cultivation, from indigenes, 


Strategies for Overcoming Problems 





Repelita II has rightly turned its attention away from the negative 
aim of reducing Java's population growth to the more positive stress 
on regional development as the major objective of the program. But 
there is yet little evidence of detailed plans to integrate transmigra- 
tion into a wider development program which could include establish- 
ment of industrial and commercial centers, the decentralization of 
government offices, the development of land and sea resources, and 
the building of roads, railways and ports, In sucha regional devel- 
opment program, communities of indigenous villagers and migrant 
settlers could receive equal status in the provision of educational, 
social and economic facilities, and equal opportunities to participate 
in the economic growth and political development of an area, 





In determining suitable new areas for settlement, the government 
will need to revise its present policy of selecting areas large enough 
to accommodate five adjacent villages since this causes communication 
problems, isolating the transmigration settlements from local markets 
and from indigenous residents and putting severe strain on the provin- 
cial government to provide services, 


Technical guidance, particularly in agriculture, is sorely needed 
On most settlements, Local agricultural officers are few and often 
lack the necessary knowledge to advise the farmers, An administra- 
tive official is normally assigned to every two hundred families; but 
projects with less than that may not have any resident official at all, 
When problems of plant disease or crop failure come up, there is 
rarely any source of advice or expertise for the settler, due to the 
difficulty of finding suitably trained people who are willing to serve 
in such isolated areas, The officials themselves complain that deli- 
veries of needed equipment are often seriously delayed, and that they 





are passed over for promotion in favor of officers working at or near 
the capital, 


Before the government ventured into tidal irrigation settlements 
such as Barambai, they called for Gadjah Mada University to set up 
a test farm in the area, This farm has pioneered the irrigation sys- 
tem used at Barambai and has succeeded in obtaining two rice crops 
a year ata yield of 6 tons a hectare and in cultivating a variety of 
fruit trees and vegetables. In 1976 the test farm of Barambai was 
transferred to the Department of Agriculture and plans were made 
for it to become a training center for transmigrant farmers, In the 
intervening years it supplied employment to many who were not 
able to survive from their own farms; having observed its techniques, 
many farmers experimented on their own land. Similar test farms 
need to be created in the grassland regions to experiment with crops 
that may be more suitable to those conditions, Generally, more 
recognition needs to be given to the diversity of agricultural conditions 
among the Outer Islands, by adapting rice and other crop programs 
to the specific conditions and specific commercial developments of 
each area, Industries to process the primary produce of farming 
settlements situated adjacent to the area would facilitate marketing 
and create extra employment, The cultivation of crops that can be 
stored for long periods would also strengthen the farmers' position 
in the market economy, 


An encouraging experiment is being carried out by a private or- 
ganization at Tegalarum in South Sumatra. Land is divided into 
single plots of two hectares on which the farmer has his house and 
cultivates all his crops, On arrival, the migrants are congregated 
and given training for a year in techniques of working the land, use 
of fertilizer and the planting of a wide variety of crops, including 
cloves, bananas, coconuts, lemons and vegetables. Only after this 
are the farmers assigned their own two hectare plot; they are then 
given tools, seeds, fertilizer and three months food supply which 
they must repay when their farms begin to produce, One community 
of 80 families has constructed dams, and has purchased a tractor 
which they all use, round-robin, ona lease system, This scheme 
has been so successful that the Transmigration Department has 
brought other migrants there to observe how the system works, 


An integrated plan of regional development could aim at making 
the Outer Islands more important areas of economic and political 
activity, thus increasing their attractiveness for migrants from Java 
and Bali. Many of the more-advantaged people from these inner 
islands could make their own way to the Outer Islands, the regions 
of development, correspondingly relieving the burden on the trans- 
migration program by the total movement, official and voluntary, 
that it generates, The most successful settlers have proved to be 





those who as voluntary migrants make their own way to a new area 
where they negotiate for land themselves with indigenous villagers, 
Such migrants are not normally included in government statistics be- 
cause they never registered with the government, But several surveys 
have indicated that they are the dynamic element in the development of 
new areas, and despite their initial struggles show a considerable de- 
gree of success, They migrated generally with larger capital than the 
official transmigrant, and with considerably greater audacity and pur- 
pose. Early 'voluntary' migrants from Madura to Kalimantan, for 
instance, took their cattle with them on their own sailing boats. Var- 
ious studies indicate that 'voluntary' migrants make rapid advances in 
farming, and are generally more successful in farm production than 
general transmigrants. Because of their need to live for some time 
with indigenous villagers as laborers and to negotiate with landowners 
for farming land, their relations with villagers and their command of 


the local language are usually far superior to those of general trans- 
migrants. 


Despite the government's encouragement of voluntary migration 
in statements of policy, there has been little development of govern- 
ment services to cater for them, Some are cheated by travel agents, 
and others spend valuable funds needlessly in long stays in the towns 
while they await transport, Those migrants who arrive to register 
in transmigration settlements are not always welcomed by Transmi- 
gration staff, Voluntary migration from Java/Bali to the Outer Islands 
would be greatly assisted by wider dissemination of information, Apart 
from a few intrepid pioneers who take the risk of leaving their home 
area for a largely unknown destination, migrants are attracted to the 
new areas by friends and relatives. The most effective means of pro- 
paganda was through the return of transmigrants for visits to their 
home area: forty percent of spontaneous migrants in the LKUGM sur- 
vey had heard of transmigration in this way. Practical information on 
routes, transportation, ticket prices, sailing dates, train schedules, 
equipment needed in the new area, and the like, regularly revised and 
posted in villages, towns, in railways and bus stations and other public 


places, would improve the chances of people deciding to make their own 
way to the Outer Islands, 
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